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EDITORIAL COMMENT 


THE COMING CONFLICT 


EXT year at about this season the 
people of the United States will 
be engaged in one of their quad- 

rennial contests involving the election 
of a President, a new House of Repre- 
sentatives, and of a new Senate in part. 
This contest promises to be one of 
unusual interest, perhaps even of vital 
effect upon the country’s future. 


What will be the major issue in- 


volved? This question cannot be an- 
swered with certainty, because of the 
changes that may take place within the 
next twelve months. For instance, the 
possibility of our participation in a gen- 
eral war would change the picture com- 
pletely. But such a development now 
seems so remote that it may be safely 
discarded. 

In the absence of an eventuality like 
that just indicated, the fundamental is- 
sue to be decided in next year’s election 
will be between the partial regimenta- 
tion of industry and trade, practiced 
by the “New Deal,” and those who are 
opposed to such partial regimentation 
or its further extension of governmental 
intervention in business affairs. 

What we call “Government” and 
“business” are arrayed in hostile camps 
at present, as they have been for some 
time in the past. 

Between the “New Deal” and “busi- 
ness” there is almost a complete lack 
of confidence. Perhaps it would be 


more accurate to say there is open 
hostility. Read the resolutions passed 
by nearly all conventions representing 
large industrial interests, and the ex- 
pressions of the President and his ad- 
visers, and proof of this hostility will 
require no further support. 

Business pulls one way. The Admin- 
istration pulls another. The expected 
result follows: the machine is stalled. 

What, then, is the real issue to be 
decided by the people of the United 
States at the election next year? 

Broadly speaking, it will represent a 
contest between regimentation and free 
enterprise. 

But we have. thus far escaped com- 
plete regimentation, and free enterprise 
has not, for a long time at least, im- 
plied lack of a large degree of govern- 
mental regulation. 

Some measures looking to a more 
complete regimentation of production 
and trade have been nullified by deci- 
sions of the United States Supreme 
Court, but devices have been employed 
by whose means our economic structure 
has been regimented to an extent never 
previously known in this country. 

The question at issue in 1940—the 
fundamental question—is whether the 
people of the United States wish this 
regimentation continued in its present 
partial state, to have it still further ex- 
tended, or to have it modified or dis- 
carded altogether. 
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Already the battle lines in this dis- 
tant conflict are forming, and the con- 
tending forces deployed into position. 
And in the ranks of those opposing regi- 
mentation will be found many of differ- 
ing political affiliations. It promises 
to be a conflict in which party lines 
will bé greatly obscured. 

The leader of the New Deal forces 
will be either Mr. Roosevelt or one who 
faithfully represents his views. In either 
case, a serious party defection must fol- 
low, for criticisms of the New Deal are 
now as strong and almost as numerous 
among the President’s political asso- 
ciates as those coming from the other 
camp. 

Abraham Lincoln declared that the 
Union could not exist half slave and 
half free. 

Can our economic structure function 
effectively half one thing and half the 
other? 

At present the production and trade 
of the country are neither regimented 
nor free, but partakes of each form of 
operation. 

The result of this divided rule has not 
been happy. 

Where lies the responsibility, with 
business or the Administration? 

That is precisely the question the 
people will be called on to settle next 
year. 

May they settle it right and de- 
cisively. 


_ 


INSURING BANK LOANS 
CONGRESS is giving consideration to 


a bill for insuring bank loans, on 
the theory that there is a field in which 
credit could be safely and profitably 
extended, and which the banks at pres- 
ent are not occupying. This theory has 
been discussed from both standpoints 
and at great length. It may be said with 
truth and without bias, that the banks 
are not desirous of making loans that 
involve other than prudent risks or that 
carry maturity dates of too great length 
to render them acceptable. For this at- 
titude the banks are not deserving of 
criticism. Its assumption rests upon 
sound banking experience and _ tradi- 


2 ; THE 


tions. But, as shown in the case of 
FHA loans, the banks are not indis- 
posed to make otherwise undesirable 
loans when the major element of risk 
is assumed by the Government. Pre- 
sumably, they would similarly respond 
to industrial loans guaranteed by the 
Reconstruction Finance Corporation or 
some other responsible Federal au- 
thority. 

This entire problem gives rise to cer- 
tain pertinent questions: Are the loans 
not being made by the banks such as 
should be made at all? Is it the lack 
of credit facilities that delays recovery, 
or the absence of conditions that favor 
the profitable conduct of business? 

As to the latter question, it may be 
said with a considerable degree of con- 
fidence, that could the banks be con- 
vinced that applicants for loans would 
safely and profitably employ the asked- 
for funds, they would gladly advance 
them. 

In contemplating the insurance of 
bank loans, Congress may be attacking 
the problem from the- wrong point of 
view. What may be needed is the re- 
storation of conditions that would again 
enable capital and industry to function 
with safety and profit. 


_ 


IMMIGRATION AND UN- 
EMPLOYMENT 


PEOPLE are in the habit of looking 


at the same situation in a different 
way, which has something to do in ex- 
plaining speculation and gambling. 
Two recent instances of this propensity 
are supplied, one by Senator Reynolds 
of North Carolina, and one by Professor 
Bernhard Ostrolenk of the College of 
the City of New York. As these di- 
vergent views regarding immigration 
and unemployment relate to our pres- 
ent situation, they will be found of gen- 
eral interest. Here are the views of 
Senator Reynolds, from the Congres- 
sional Record: 


With 3,000,000 upon the pav rolls of the 
Government because of contributions it has 
made to provide work—3,000,000 unfortun- 
ate and God-fearing and deserving men and 
women on the WPA pay rolls—it is in- 
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deed appalling to my mind to find Ameri- 
can citizens who are asking that we let 
down our immigration bars and permit mil- 
lions from foreign shores to come to. the 
United States in face of the fact that today 
we have more than 12,000,000 men and 
women out of employment. For the life 
of me, Mr. President, I cannot understand 
how anyone being interested in the 12,000,- 
000 unemployed American men and women 
can advocate opening wide the gates of im- 
migration in order that people from foreign 
shores may be permitted to come here and 
compete with American citizens who are 
already holding jobs and to vie with the 
unemployed who are seeking jobs; and, un- 
fortunately for American citizens, it ap- 
pears, and I think can be proved, that the 
great majority of those who today are com- 
ing to the United States from foreign 
countries are provided with jobs the minute 
they arrive here, whereas many Americans 
who have been out of employment for years 
cannot get jobs. I wish to state again that 
I think we should close the immigration 
gates of this country, certainly for the next 
ten years, or until such time as every man 
and every woman of the 12,000,000 now 
unemployed has been successful in obtain- 
ing a job. 


Expressing his views in The. Annals 
of the American Academy of Political 
and Social Science, Professor Ostrolenk 
looks at the matter differently. Dealing 
with the claim that restriction of immi- 
gration will bring about a scarcity of 
labor and reduce unemployment, he 
says: 


The theory has no basis in fact.... 
One important factor making for relatively 
more jobs is population growth. It can be 
shown that in large part the present de- 
pression is the consequence of the cessation 
of population growth. Our heavy goods 
industries were geared in part to a rising 
standard of living and in part to a growing 
population. When, because of birth control 
and immigration restriction, population 
ceased to grow, stagnation in our heavy 
goods, especially the construction industry, 
progressively paralyzed all industry. 


To sustain his argument, Professor 
Ostrolenk cites the experience of the 
twenty-year period 1890-1910, preced- 
ing the era of restricted immigration. 
In that period, while the number of 
immigrants admitted was larger than 
for any similar period, it did not cause 
unemployment, for while the increase 
in population was 46 per cent, the num- 
ber of those gainfully employed in- 


creased 63 per cent. Production in 
leading lines of industry also made 
large gains. 

In the years 1930 to 1934 there was 
a net emigration of 134,000. The num- 
ber coming into the country in each of 
the years 1932, ’33 and 34 was much 
below the annual quota, and there were 
more emigrants than immigrants. 

Under existing conditions, this prob- 
lem is not easily looked at in its normal 
setting. It may be said, however, that 
population is essential to the produc- 
tion and exchange of goods and that in 
comparison with some other countries 
the United States is still underpopu- 
lated. Restrictions on immigration and 
a declining birthrate are checking the 
rate of population increase. But the 


urgent job before the country is not to 
get more people but to find means of 
supporting those already here. 


INTEREST ON DEPOSITS 


ITH the diminished demand for 
-"" bank credit, it is quite natural that 
many bankers are giving attention to 
the desirability of a further restriction 
of the payment of interest on deposits. 
Already members of the Federal Re- 
serve are prohibited from paying in- 
terest on time deposits, and the rate 
they may pay on time deposits has been 
narrowly limited. Connected with this 
problem is the question of what are 
“time deposits.” Nominally, they are 
such deposits as are payable only after 
a fixed period has elapsed from the 
time in which they were made. But, in 
practice, this distinction has largely 
disappeared, and it is quite common for 
the holder of a time deposit to consider 
himself entitled to withdrawal at any 
time he may choose. To overcome this 
difficulty, it has been suggested that a 
definite understanding be made with 
the depositor to the effect that his rate 
of interest shall be graduated according 
as to whether he regards his deposit 
really to be on time or on demand, in 
which latter case he would not (at least 
in respect of Federal. Reserve members) 
be entitled to any interest. 
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Since a bank that accepts deposits 
at interest is practically borrowing 
money, it is at least problematical if 
such a course is advisable in times like 
the present, when most banks already 
have more funds than they can employ 
with profit and safety. But a change 
of policy could hardly be made to ap- 
ply to all banks, irrespective of their 
location, for there are some sections of 
the country, and some individual banks, 
where the employment of interest to at- 
tract deposits is highly desirable. 

There have always been banks that 
paid no interest on deposits, one of 
the familiar examples being the Chemi- 
cal National Bank of New York in its 
earlier history. A similar course is now 
being followed by some banks. 

If the ideal of depriving commercial 
banks from making savings investment 
could be attained, the matter of paying 
interest on deposits would be automatic- 
ally solved, but there is no prospect 
that this ideal will soon be reached. 

At all events, the problem is of a 
temporary character, for a sharp re- 
vival of business would change its as- 
pects altogether. Banks would not 
disapprove of paying interest on de- 


posits could they feel reasonably sure 
of employing them at a compensating 
rate. That they do not at present have 
that feeling explains their renewed con- 
cern about the payment of such interest. 


_— 


BLOWING UP THE CREDIT 
BALLOON 


ACK of sympathy for those who be- 
lieve themselves denied of credit 
which they deserve is not the motive 
that impels THE BANKERS MaGazINE to 
fail in enthusiasm for the various plans 
now being put forth for extending 
credit to “small businessmen.” Out- 
side the banks, there are now in exist- 
ence so many credit agencies, most of 
them governmental in character, that 
there hardly appears to be any necessity 
for an enlargement of these facilities. 
Some time ago, Winthrop W. Ald- 
rich, chairman of the Chase National 
Bank, pointed out something that many 
of us are apt to forget, namely, that 
“credit” is but another word for “debt.” 


Accepting this as a plain statement 
of an obvious truth, one may well ques- 
tion the propriety of making the getting 
into debt, by small business or big busi- 
ness (the United States for example), 
any easier than it is at present. As it 
becomes harder for the Treasury to bor- 
row, it will become harder for it to 
spend so liberally as it is now doing. 

Preceding the 1929 collapse, we blew 
up the credit balloon until it burst. In 
that particular instance the gas was 
provided largely for speculation in se- 
curities. If now it is proposed to sup- 
ply it for more legitimate ends, the 
disastrous consequences may not be 
avoided by the nobler purpose. 


ae 


CALL IT BY SOME BETTER 
NAME” 


OULD we but substitute for the 
rather forbidding terms “debt” and 
“spending” words of softer connotation, 
all would be well, according to a recent 
suggestion. For “debt’’.we are to use “in- 
vestment,” and for “spending” Govern- 
ment “running expenses.” Thus, the 
contents of the bottle are to be changed 
by altering the labels—the same trick 
that was used in making “dollars” out 
of sixty-cent pieces. 

This country has practiced enough 
self-deception already, and we shall not 
profit by resorting to any further hocus 
pocus. 

Long ago, Bishop Berkeley declared 
that things are what they are—an 
aphorism we shall do well in this coun- 
try to remember. 

It was the opinion of “Juliet” that 
“Romeo” would have retained his dear 
perfection by doffing his name. Her 
youth and the intoxication of the hour 
concealed the fact that whatever title 
he might have assumed, he would still 
have belonged to the Montague faction. 

And so with debt and spending. Un- 
der whatever euphemism they may be 
hidden, at last they will be revealed in 
their true aspect, meaning more and 
more taxes. 

Spending money that you have is one 
thing; spending that which you do not 
have, quite another. 


“OH! 
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MASSACHUSETTS 
Savings Bank Life Insurance 


By Crype S. Casapy 


Executive Secretary, 
Savings Bank Life Insurance Council, 
Boston, Mass. 


LMOST thirty-three years ago, Louis 
D. Brandeis shocked mutual sav- 
ings bankers by proposing that 
with “a slight enlargement of their pow- 
ers,” savings banks could “at a mini- 
mum of expense fill the great need of 
life insurance for workingmen.” In an 
article in Collier’s Weekly on Septem- 
ber 15, 1906, he advanced the following 
reasons why savings banks could well 
perform the functions required. 


First. The insurance department of sav- 
ings banks would be managed by experi- 
enced trustees and officers who had been 
trained to recognize that the business of 
investing the savings of persons of small 
means is a quasi-public trust which should 
be conducted as a beneficent and not as a 
selfish money-making institution. 


Second. The insurance departments of 
savings banks would be managed by trus- 
tees and officers who in their administration 
of savings of persons of small means had 
already been trained to the practice of the 
strictest economy. 

Third. The insurance business of the 
savings banks, although kept entirely dis- 
tinct as a matter of investment and account- 
ing, would be conducted with the same 
plant and the same officials, without any 
large increase of clerical force or incidental 
expense, except such as would be required 
if the bank’s deposits were increased. Un- 
til the insurance business attained consider- 
able dimensions, probably the addition of 
even a single clerk might not be necessary. 
The business of life insurance could thus 
be established as an adjunct of a savings 
bank without incurring that heavy expense 
which has ordinarly proved such a burden 
in the establishment of a new insurance 
company... . 

Fourth. The insurance department of 
savings banks would open with an extensive 
and potent good will, and with the most 
favorable conditions for teaching, at slight 


The savings banks issue all of 
the regular forms of insurance: 
straight life, limited payment 
life, endowment, five-year term, 
and group, as well as both de- 
ferred and immediate annuities 
at particularly favorable rates. 

Under the limitations of the 
Savings Bank Insurance Law, 
only persons who are residents 
of Massachusetts or regularly 
employed therein, are eligible 
for the life insurance and an- 
nuities. After the contracts have 
been issued, however, there are 
no further restrictions as to 
place of residence or occupation. 
There are Savings Bank Life In- 
surance policyholders now living 
in every state in the Union, and 
in practically every country of 
the world. Policies may be ap- 
plied for by persons between the 
ages of six months and seventy 
years. 


expense, the value of life insurance. The 
safety of the institution would be unques- 
tioned. For instance, in Massachusetts the 
holders of the 1,829,487 savings-bank ac- 
counts, a number equal to three-fifths of 
the whole population of the state, would at 
once become potential policyholders; and 
a small amount of advertising would soon 
suffice to secure a reasonably large business 
without solicitors. 


Fifth. With an insurance clientele com- 
posed largely of thrifty savings-bank de- 
positors, house-to-house collection of pre- 
miums could be dispensed with. The more 
economical monthly payments of premiums 
could also probably be substituted for 
weekly payments. 

Sixth. A small initiation fee could be 
charged, as in assessment and fraternal as- 
sociations, to cover necessary initial ex- 
penses of medical examination and issue 
of policy. This would serve both as a de- 
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The law limits the amount of 
insurance which any one bank 
may issue on the life of a person 
to $1000, and the amount of an- 
nuity income to $200. This 
maximum could be obtained 
from each of the twenty-six in- 
surance banks, except for the 
fact that the banks have tem- 
porarily limited the amount of 
insurance and annuities which 
may be purchased by a lump 
sum. 

It is interesting to note that 
although a maximum of $26,000 
insurance is available, 78 per 
cent of all policyholders are in- 
sured for $1000 or less; 93 per 
cent for $3000 or less, and 95.5 
per cent for $5000 or less. Only 
1.2 per cent have more than 
$10,000 insurance. 

Every savings bank insurance 
policy (except term) has a guar- 
anteed cash surrender, paid up, 
and extended term insurance 
value after premiums have been 
paid for six months; and loan 
values after the first year’s pre- 


miums have been paid. Only 5 
per cent interest is charged on 
policy loans. 

Dividends are paid on all 


savings bank life insurance 
policies at the end of each. year, 
including the first. Every 
policyholder—from policy No. 1 
in 1908, down to today, has re- 
ceived a substantial dividend on 
his policy every year that it has 
been in force. 


terrent to the insured against allowing 
policies to lapse and a protection to per- 
sisting policyholders from unjust burdens 
which the lapse of policies casts upon them. 


Seventh. The safety of savings banks 
would, of course, be in no way imperiled 
by extending their functions to life insur- 
ance. Life insurance rests upon substantial 
certainty, differing in this respect radically 
from fire, accident, and other kinds of in- 
surance. ... 

The theoretical risk of a mortality loss 
in a single institution greater than that 


provided for in the insurance reserve could 
be absolutely guarded against, however, by 
providing a general guaranty fund, to which 
all savings-insurance banks within a state 
would make small pro rata contributions 
—a provision similar to that prevailing in 
other countries, where all banks of issue 
contribute to a common fund which guar- 
antees all outstanding bank notes. 


Eighth. In other’ respects, also, co- 
operation between the several savings- 
insurance banks within a state would doubt- 
less, under appropriate legislation, be 
adopted; for instance, by providing that 
each institution could act as an agent for 
the others to receive and forward premium 
payments. 


Ninth. The law authorizing the establish- 
ment of an insurance department in con- 
nection with savings banks should, obviously, 
be permissive merely. No savings bank 
should be required to extend its functions 
to industrial insurance until a majority of 
its trustees are convinced of the wisdom 
of so doing. 


Despite the aloofness of the savings 
bankers at that time, a law was care- 
fully drafted and submitted to the 
Massachusetts Legislature which passed 
it on June 26, 1907. Since that time, 
twenty-six savings banks in Massachu- 
setts have established life insurance de- 
partments and 101 others have become 
agencies giving out information, accept- 
ing applications, and collecting pre- 
miums for “over-the-counter” life insur- 
ance buyers. There is now about 
$170,000,000 insurance in force, repre- 
senting about 190,000 policies. 

The law under which the system op- 
erates provides that the departments of 
the savings banks have “all the rights, 
powers, and privileges” and are subject 
to “all the duties, liabilities, and restric- 
tions in respect to the conduct of the 
business of life insurance conferred or 
imposed by general laws relating to do- 
mestic legal reserve life insurance com- 
panies.” 

For all purposes the insurance de- 
partment of a savings bank is an insur- 
ance company transacting business 
along the same lines and also_ being 
required to establish reserves on the 
same basis as any legal reserve life in- 
surance company doing business in the 
state. The Massachusetts law does not 
place any savings bank under obliga- 
tion to establish an insurance depart- 
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ment. Neither is there any intention in 
any way to identify the assets of the 
insurance departments with the assets 
of the savings departments. It is spe- 
cifically provided in the law that only 
the assets of the insurance departments 
of the issuing banks and the General In- 
surance Guaranty Fund are liable for 
any obligations incurred by the bank 
on account of such contracts. The ex- 
penses pertaining to the conduct of both 
the savings department and the insur- 
ance department of a bank are prorated 
equitably by the trustees between them. 
The law further provides that the busi- 
ness of the insurance department may, 
at the discretion of the trustees, be car- 
ried on in the same building with that 
of the savings department or in a dif- 
ferent building. 


Guaranty Fund Protection 


Safety was provided by the require- 
ments that, before being licensed to is- 
sue policies and annuity contracts, all 
savings banks entering into this insur- 
ance plan should establish special guar- 
anty funds amounting to $25,000, which 
might be applied to the payment of 
losses or other obligations arising from 
the insurance business; by the provi- 
sion that 4 per cent of all premiums 
paid in must be turned over imme- 
diately to the trustees of the General In- 
surance Guaranty Fund for the joint 
benefit of all policyholders; and fur- 
ther, by periodic examinations of the 
insurance department of each savings 
bank, by the Commissioner of Insur- 
ance and the Commissioner of Banks. 
Whenever the funds held by the General 
Insurance Guaranty Fund are sufficient, 
in the opinion of both the Insurance 
Commissioner and Bank Commissioner, 
the trustees thereof may “enter into a 
contract with any savings bank desiring 
to establish an insurance department, 
to guarantee all the insurance risks of 
such bank until it shall have a surplus 
of not less than $20,000, nor less than 
10 per cent of the aggregate insurance 
reserve.” 

This General Insurance Guaranty 
Fund has been accumulated through the 
contributions of 4 per cent of all pre- 
miums received by the banks maintain- 


ing insurance departments. It acts as 
a protection to policyholders and aims 
to prevent any impairment of the in- 
surance reserves of the various insur- 
ance departments. Within the intention 
of the Savings Bank Insurance law, the 
premium contributions were to be con- 
tinued until the fund should exceed 
$100,000 or 5 per cent of the aggre- 
gate outstanding insurance reserve, 
whichever is greater. This point was 
reached in 1921 and contributions were 
discontinued. Since the system was first 
organized thirty-two years ago, the fund 
has not been drawn against by any of 
the member banks. In 1922, the Gen- 
eral Insurance Guaranty Fund began is- 
suing guaranty contracts to the insur- 
ance banks without charge, so that none 
of the twenty-two banks which have es- 
tablished insurance departments since 
1921 have been required to provide the 
special insurance guaranty fund. 


Surplus Fund Accumulation 


Provision is also made by the act for 
the accumulation of a surplus from the 
net profits realized as earnings of the 
insurance departments. Annually every 
new entrant bank is required to set aside 
an amount of not less than 20 per cent 
nor more than 75 per cent of the net 
profits until the fund so amassed equals 
$20,000. Thereafter each such bank 
may add in any year to its surplus fund 
not more than 15 per cent of the net 
profits, provided that no bank shall so 


Mr. Casady is the author of 
the booklet, ‘‘Massachusetts Sav- 
ings Bank Life Insurance,’’ 
upon which the accompanying 
article is based. 

Detailing the history, organ- 
ization and operation of the 
plan which has been in use for 
over thirty-two years, this book- 
let provides a most worth while 
study of the subject. Copies 
may be secured, without charge, 
by writing to the Savings Bank 
Life Insurance Council, 80 Fed- 
eral Street, Boston. 
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add to its surplus fund if said fund 
equals 10 per cent of the bank’s net in- 
surance reserve, except with the ap- 
proval of the State Actuary. The sur- 
plus fund is used to meet losses in the 
insurance department of the particular 
bank whether from unexpectedly great 
mortality, lowered interest return or de- 
preciation in its securities. Another 
purpose of the fund is to maintain a 
stable dividend scale. It is provided 
that the balance of the net profits of 
each year shall annually be distributed 
equitably as dividends among the hold- 
ers of its policies and annuity contracts. 

The state control of the system is cen- 
tralized in a corporate body known as 
the General Insurance Guaranty Fund 
and managed by seven trustees ap- 
pointed by the Governor. These trus- 
tees must serve without compensation 
and each holds office for seven years, 
one retiring each year. The selections 
are made from persons who are trustees 
of savings banks. While the Commis- 
sioner of Savings Bank Life Insurance 
is designated by the Governor from 
among the seven trustees and is the 
titular head of the system, the actual 
executive is the Deputy Commissioner 
of a specially created Division of Sav- 
ings Bank Life Insurance, selected by 
the trustees with the approval of the 
Governor and Council. 


Supervisory Officials 


Serving with the Deputy Commis- 
sioner are the State Actuary and the 
State Medical Director who are ap- 
pointed in like manner and over whom 
the savings and insurance banks have 
no jurisdiction whatever. Among the 
important duties of the State Actuary 
are the following: to prepare standard 
forms of policies to be used by all in- 
surance departments; to determine and 
prepare tables of premium rates; to de- 
termine and prepare tables showing the 
loan value of policies and the reinsur- 
ance rates; to make an annual valuation 
of the policy contracts in force, and to 
advise the various banks as to dividends 
it would be safe for them to pay. 

The State Medical Director, subject 
to the control and supervision of the 
Commissioner of Insurance, establishes 


the rules governing the acceptability of 
applicants; appoints the. local examin- 
ing physicians of whom there are now 
approximately three hundred; and ad-: 
vises the banks whether to accept or 
reject a risk. 

It should be noted that these officials 
are free to decide important questions 
of policy affecting the safety of the 
banks on the one hand and the welfare 
of both existing and future policyhold- 
ers on the other hand, without any feel- 
ing of constraint from either of these 
sources. 

Thus we find savings bank life insur- 
ance to be based on the same laws that 
govern all insurance companies doing 
business in Massachusetts. The same 
legal reserves are maintained against 
each policy that are maintained by legal 
reserve life insurance companies op- 
erating under the laws of the Common- 
wealth. The business is conducted en- 
tirely by the insurance department of 
each issuing bank, separate and dis- 
tinct from the savings department as 
such. The guaranty of solvency does 
not reside with the savings banks 
proper, nor with the state, but with the 
insurance funds accumulated by each 
insurance department, supplemented by 
the additional security of the General 
Insurance Guaranty Fund plus the statu- 
tory provision that the trustees of the 
General Insurance Guaranty Fund may 
at any time require the resumption of 
payments to the General Insurance 
Guaranty Fund, of not more than 4 
per cent of premium income. The in- 
terests of the policyholder are safe- 
guarded by the supervisory and admin- 
istrative control exercised by the state 
through the Division of Savings Bank 
Life Insurance with supervision by the 
Commissioner of Insurance and the 
Commissioner of Banks. 


_ 


CONSIDERING all factors, an obligation 
of the United States Government is still 
the best security available, and a bank 


buying such securities in moderate 
amounts does not jeopardize the posi- 
tion of its depositors—Dr. Marcus 
Nadler, Professor of Finance, New York 


University. 
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THE INTER-BANK DEPOSIT 
PROBLEM 


By A. Pxuitie Woo.rson 


T is no accident that the sharp rise 
in inter-bank deposits from 1934 to 
1936, and the resumption of the rise 

in 1938-39 after the rapid drop in 
1937, coincided with the growth in 
member bank deposits created to finance 
the Federal budgetary deficits and with 
the existence of an extraordinary vol- 
ume of member bank excess reserves. 
In so far as the banks’ ability to finance 
Treasury has enough “free” gold to 
excess reserves can be attributed to the 
large gold: inflow resulting from the 
flight of foreign capital to the United 
States, the growth of inter-bank de- 
posits may be considered as an undesir- 
able consequence of the international 
“hot money” movement. However, the 
inter-bank deposit problem is something 
more than an offshoot of the larger 
capital flight problem; the existence of 
an abnormal volume of idle bank de- 
posits, pyramided by several transfers 
between banks until the unused bank- 
ers’ balances find temporary lodgment 
in relatively few banks in the principal 
financial centers, is distinctly less bene- 
ficial to a country’s monetary and eco- 
nomic stability than even the abnormal 
volume of foreign refugee capital. The 
depyramiding of the abnormal volume 
of inter-bank deposits in 1937 indicated 
how seriously disturbing to the coun- 
try’s economy such domestic “hot 
money” movements may become. 


Effects of Foreign Funds Withdrawal 


The disturbance created in the invest- 
ment markets by the depyramiding of 
inter-bank deposits resulting from the 
correspondent banks recalling their 
balances outstanding with their corre- 
spondents can be understood better if 


‘‘The limitation or elimina- 
tion ' of inter-bank deposits 
would seem to be a necessary 
and a forward step in con- 
trolling the inflationary and de- 
flationary swings generated 
within our economy by the mass 
operations of commercial banks, 
if we are to judge from the ex- 
perience of the 1936-38 develop- 
ments,’’ says Dr. Woolfson in 
this article which continues his 
analysis of the inter-bank de- 
posit problem from the June is- 
sue of THE BANKERS MAGA- 
ZINE. 


we analyze what happens in_ the 
analogous situation, namely, when for- 
eigners recall their funds temporarily 
lodged here. The important fact there 
is not that the Federal Reserve or the 
Treasury have enough “free” gold to 
meet any demand, or that the Federal 
Reserve and the Treasury stand ready 
through open market operations to 
cushion the effect on the commercial 
banking system’s reserve position inci- 
dent to the flow of funds from our mar- 
kets. The important fact is, that when 
the foreigner calls for his money, he 
liquidates securities or has the banker 
liquidate investments or call loans. 
What in effect happens is that the de- 
posits previously created, outstanding in 
our money market as the result of the 
inflow of foreign funds, must now be 
returned to the foreigner. The problems 
caused by the retransfer of deposits 
from our nationals to the foreigners are 
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‘It would be unfortunate if 
adequate measures were not 
taken to limit the influence of 
inter-bank deposits as an infla- 
tionary influence on our security 
price structure, as was the ex- 
perience from 1934-36, and also 
at present, and to limit the de- 
flationary repercussions of inter- 
bank deposit withdrawals, such 
as was experienced in the 1937 
period.’’ 


not such as can be settled by a ship- 
ment of gold, for an appreciable re- 
transfer of such deposits necessarily 
involves a pyramidal deflationary liqui- 
dation of loans and investments. 

It is of course true, that if in the 
above situation the commercial banking 
system were prepared to, or desired to, 
increase its loans and investments so 
as to make up the loss in the outstand- 
ing deposits, and for every dollar of 
deposits retransferred to the foreigner, 
would increase deposits of our own na- 
tionals, theoretically the deflationary 
consequences might not ensue. Whether 
in a period of heavy foreign liquidation 
in our markets our banks would be will- 
ing to increase the outstanding volume 
of loans and investments is of course 
a purely academic question. The defla- 
tion in commercial bank credit in the 
central reserve and the reserve cities in 
1937 incident to the withdrawal of 
funds by the correspondent banks was 
distinctly not an academic happening 
and is illustrative of the fact that the 
commercial banks in the leading cen- 
ters do not find it convenient to increase 
their outstanding credit at a time when 
they are meeting a run on their deposits. 


Inter-bank Deposits and Deficit 
Financing 


A simple illustration will indicate 
how inter-bank deposits have grown 
with the growth of bank deposits inci- 
dent to the commercial banks’ financing 
of the Federal budgetary deficits. As- 


sume that the Treasury announces a 


new issue of Government securities of 
one billion dollars, and the commercial 
banking system subscribes to the entire 
issue by giving the Treasury a deposit 
credit for the entire amount. The com- 
mercial banking system’s reserve re- 
quirements will of course be increased 
by the amount necessitated by the in- 
crease in deposits, but because of the 
excess reserve position of the banking 
system this will present no difficulty. 
The important fact is that the volume 
of deposits outstanding in the hands of 
the public is increased by the full 
amount of the commercial banking sys- 
tem’s purchases of Government secu- 
rities, which in this example is one bil- 
lion dollars. 

Let us assume further that all these 
deposits find their way to depositors 
who have insurance premiums of one 
kind or another to pay. When the de- 
positors make their premium payments 
to the insurance companies, the result 
will be that the ownership of that one 
billion of deposits will be transferred to 
the insurance companies. The insurance 
companies now have one billion avail- 
able for new investment. Since the ag- 
gregate of deposits is unchanged the 
reserve position of the commercial 
banking system will of course not be 
affected by the transfer of ownership 
of the deposits to the insurance com- 
panies. The point is that the deposits 
created through bank investments will 
continue as part of the currency supply 
until extinguished by the banks liquidat- 
ing their investments, either because the 
Treasury is redeeming its outstanding 
public debt held by the banks, or 
through sale by the banks of their in- 
vestments to the public. 

Suppose further that the insurance 
companies leave their premium receipts 
on deposit in the banks in the various 
centers where they were collected. The 
banks in these centers will then be in 
the position of either increasing their 
loans and investments (after allowing 
for increasing reserve requirements) or 
allowing the funds to remain unused. 
Since insurance companies are not 
likely to allow an appreciable volume 
of their funds to remain uninvested for 
any length of time, the banks holding 
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such deposits will feel that they may 
be called at any time. They will then 
either invest such funds in short-term 
securities, or if the banks are not in 
the larger centers, they will send along 
such funds to their city correspondents 
to hold as inter-bank deposits. 


Hoarding and Inter-bank Deposits 


Because of the growth of bank de- 
posits that resulted from the banks’ 
financing of the budgetary deficits of 
the past few years, and the expenditure 
of such funds throughout the country, 
there has resulted an increasing volume 
of deposits outstanding in the various 
banks of the country which represent 
the capital accumulations of both in- 
dividuals and corporations, and such 
funds remain on the books of the banks 
as demand deposits. Where such funds 
are outstanding in the larger business 
centers, the banks in those centers will 
prefer to keep them invested in short- 
term maturities. Where such funds are 
outstanding in the smaller centers, the 
banks in those centers will prefer to 
send the funds along to be held by the 
banks in the larger business centers as 
inter-bank deposits. It is of course im- 
possible’to say exactly how large a pro- 
portion of the increase in inter-bank 
deposits now outstanding as compared 
with the pre-1929 period is due to an 
increased unwillingness of depositors, 
both individual and corporate, to put 
their money to work, thus putting an 
increased burden on banks in all cen- 
ters to maintain an extraordinary de- 
gree of liquidity. It is however prob- 
ably correct to say that the uncertainties 
created in the minds of investors and 
enterprisers by the Administration’s 
economic philosophy have stimulated 
an increased hoarding of deposits and 
have thus caused banks throughout the 
country to keep an abnormal volume 
of their funds unused in the form of 
inter-bank deposits. 


Effect on Credit Expansion 
The peculiarity of the situation un- 


fortunately is that the larger the volume 
of outstanding inter-bank deposits the 


larger must be the volume of reserve 
balances which the member banks of 
the Federal Reserve System will allow 
to remain unused. And the larger the 
volume of so-called excess reserves the 
greater the volume of Government secu- 
rities which the banks feel that they 
can safely hold, while at the same time 
the greater will be the pressure on both 
the short and long-term money rate 
structures. The abnormal volume of 
inter-bank deposits, which directly re- 
flects the nervousness of the correspond- 
ent banks and indirectly the nervous- 
ness of their depositors, is thus not only 
a product of the increased credit out- 
standing rendered possible by the flow 
of external “hot money” to this coun- 
try, and necessitated by the financing 
of the country’s budgetary deficits, but 
is itself an influence limiting the vol- 
ume of such excess reserves that can 
be used for normal credit expansion. 
The larger the volume of such inter- 
bank deposits, therefore, the less will 
be the willingness of banks in the prin- 
cipal business centers to commit them- 
selves to large scale expansion of their 
investments in securities other than 
Government bonds, and in making long- 
term capital loans to business which 
does not enjoy the very best credit 
rating. 

The inter-bank deposit problem is of 
course only one of the banking prob- 
lems which the Federal Reserve author- 
ities must solve in their efforts to make 


‘The abnormal volume of 
inter-bank deposits, which di- 
rectly reflects the nervousness of 
the correspondent banks and in- 
directly the nervousness of their 
depositors, is thus not only a 
product of the increased credit 
outstanding rendered possible 
by the flow of external ‘hot 
money’ to this country, and 

4 necessitated by the financing of 
the country’s budgetary deficits, 
but is itself an influence limit- 
ing the volume of such excess 
reserves that can be used for 
normal credit expansion.’’ 
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‘*Because the inter-bank de- 
posit problem is of such impor- 
tance, not only to the corre- 
spondent banks but to the entire 
economy, it is essential that any 
proposals being considered by 
the Federal Reserve authorities 
as a solution of the problem be 
given widespread publicity and 
be subjected to thorough criti- 
cism and analysis by all parties 
concerned.”’ 


the banking system correspond to the 
needs of the economy and to make it 
more susceptible of control from the 
monetary standpoint by the Federal 
supervisory agencies. The limitation 
or elimination of inter-bank deposits, 
however, would seem to be a necessary 
and a forward step in controlling the 
inflationary and deflationary swings 
generated within our economy by the 
mass operations of commercial banks, 
if we are to judge from our experience 
of the 1936-38 developments. 


Suggested Solutions 


Various suggestions have already ap- 
peared as to the manner in which the 
inter-bank deposit problem can be best 
handled. The proposal that banks hold 
100 per cent reserve balances against 
such inter-bank deposits has found ap- 
proval among certain academic econo- 
mists, but has not been favorably re- 
ceived by bankers. The suggestion has 
been made that inter-bank deposits 
would be discouraged if the banks hold- 
ing such deposits were required to pay 
deposit insurance assessments on the 
full amount of each inter-bank deposit. 

Because the problem is of such im- 
portance, not only to the correspondent 
banks but to the entire economy, and 
in the light of the expressed views on 
the’ subject by -the chairman of th? 
Board of Governors of the Federal Re- 
serve System, it is essential that any 
proposals being considered by the Fed- 
eral Reserve authorities as -a solution 
of the problem be given - widespread 
publicity and be subjected to thorough 


criticism and analysis by all parties 
concerned. It would be unfortunate if 
adequate measures were not taken to 
limit the influence of inter-bank deposits 
as an inflationary influence on our se- 
curity price structure, as was the ex- 
perience from 1934-36, and also at 
present, and to limit the deflationary 
repercussions of inter-bank deposit 
withdrawals, such as was experienced in 


the 1937 period. 


—_— 


BROADER INVESTMENT POWERS 


SERIOUS consideration should be given 
to the broadening of the investment 
powers of savings banks and insurance 
companies. These institutions gather 
the small savings of millions of people. 
The investment of those savings has 
been very narrowly restricted by law. 
It may be well, under intelligent state 
and Government supervision, to give 
the managements of savings banks and 
life insurance companies broader dis- 
cretion in the investment of the funds 
entrusted to them. Specifically, I might 
say that a number of debenture and 
preferred stock issues have had a rec- 
ord for safety and a market stability 
comparable to that of many of the best 
corporate mortgage bonds now legal 
for investment. We may soon be face 
to face with this issue if the tax laws 
are not revised in the interest of the 
general economy so that the well-to-do 
class of taxpayers will again provide 
the equity money reguired by business. 
—Earl B. Schwulst, first vice-president, 
Bowery Savings Bank, New York City. 


—_— 


THE “CIRCUIT RIDER” BANKER 


THE banker must take an active part 
in directing and determining the credit 
needs of his community. Banking is 
no stronger than the personality and 
wisdom of our bankers. The swivel 
chair banker should be displaced by 
the circuit rider banker who knows his 
clients and their business intimately.— 
E. S. Svarks, Dean, School of Business 
Administration, University of South Da- 
kota. 
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DISCORDANT DUAL CREDIT 
CONTROL 


By GusrieED FREUND 


URING recent years, a duality in 
the management and control of 
the money market has become in- 

creasingly apparent. After 1933, when 
the United States adopted a “managed 
currency” standard, a noticeable change 
took place in the supervisory powers of 
the monetary authorities who regulated 
credit conditions within the country. At 
the present time, because of the highly 
abnormal situation in the money mar- 
ket, this duality of control becomes a 
significant and grave problem. The 
reasons for the abnormal situation are: 

1. The huge amount of excess reserve 
balances: By May, 1939, excess reserves 
totaled over $4,000,000,000. Since the 
member banks earn no interest on such 
deposits, they attempt to increase their 
earnings by utilizing these balances in 
the expansion of their loans and invest- 
ments. There is very little demand for 
loans, however, at the present time, and 
there is a marked scarcity in the volume 
of securities available for investment by 
member banks. Thus these “excess” 
reserves have steadily increased since 
1934, and, despite the raising of reserve 
requirements by the Board of Governors, 
have now reached a peak level. The 
large amount of such excess reserves 
constitutes a dangerous, as well as un- 
stable, element to the money market, 
because the $4 billion of excess mem- 
ber bank deposits with the Federal Re- 
serve banks, on the basis of present re- 
serve requirements, can support ap- 
proximately $20 billion of new deposits. 
This represents the basis for a poten- 
tial inflation which would cause drastic 
changes in political, social, economic 
and financial conditions in the United 
‘States. 


*‘Since the Treasury is in a 
strong position to counteract any 
and all credit measures insti- 
tuted by the Board of Gover- 
nors, and since both bodies may 
have conflicting ideas as to the 
type of measures which should 
be invoked in any one particular 
instance, serious conflicts may, 
and often do, arise in the super- 
vision of currency and credit 
control in this country,’’ says 
the author. 


Mr. Freund is a member of 
the Research Department of the 
Institute of International Fi- 
nance, and a frequent contribu- 
tor to THE BANKERS MAGA- 
ZINE. 


2. The inflow of gold: Approximately 
$9 billion of gold has come to this 
country since the devaluation of the 
dollar. Inasmuch as such an inflow 
results in an increase in reserve bal- 
ances, the problem caused by the huge 
volume of excess reserves will be fur- 
ther aggravated as long as the yellow 
metal comes to these shores. It is quite 
likely that, in the near future, gold will 
flow here in large amounts because of 
the growing fear of war in European 
countries, and excess reserve balances, 
therefore, will increase rapidly. If 
measures are not taken to counteract 
the effects of such inflow, as was done 
in 1936 and 1937 with the raising of 
reserve requirements and the steriliza- 
tion program, the United’ States will 
again find itself confronted .with a 
major gold problem. As it is, the 
United States owns about 63.8 per cent 
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of the total world monetary stock of 
gold. 

3. Volume of deposits: A record 
amount of deposits now exists in the 
United States, and, if the Federal Gov- 
ernment should find it necessary to bor- 
row in the market through the sale of 
bonds to the banks, this amount is 
likely to increase. Since the velocity of 
these deposits is very small at the pres- 
ent time, no real danger exists, but, if 
the velocity of turnover of deposits 
should reach the 1928-29 level, the 
sharp rise in prices which would result 
would place this country in a period 
of credit inflation. Two factors, how- 
ever, hinder such a possibility of con- 
trol, and these are: 

1. The fact that neither the Board of 
Governors nor the Treasury has the 
power, at this time, to control the money 
market, and 

2. The fact that the duality of con- 
trol makes for discord, rather than 
unity, in the supervision of currency 
and credit control in this country. 

Since the Treasury is in a strong po- 
sition to counteract any and all credit 
measures instituted by the Board of 
Governors, and since both bodies may 
have conflicting ideas as to the type 
of measures which should be invoked 
in any one particular instance, serious 
conflicts may, and often do, arise. A 
review of the major points of conflict 
between the two bodies of money man- 
agers will illustrate the discord which 
arises in connection with credit control. 


Control Over Currency Issue Volume 


Both monetary authorities have the 
power to issue currency. Although the 
Board of Governors has control over the 
issuance of Federal Reserve notes, the 
Treasury is responsible for many kinds 
of money, the most important being sil- 
ver certificates. In practically every 
other country in the world, the central 
bank, or only one agency designated by 
the government, is given the right to is- 
sue currency. This problem of currency 
issue is one of the gravest at the present 
time since the credit structure of the 
United States is affected differently by 
the issuance of the two types of money. 
Federal Reserve notes are, in all in- 


stances, issued by the Federal Reserve 
authorities in answer to a demand for 
currency to be used by business. At 
no time during the issuance of such cur- 
rency do the Federal Reserve banks dis- 
play any initiative. It is the increase 
in business activity which causes an in- 
crease in the volume of Federal Reserve 
notes in circulation, and when there is 
a material decline in business activity, 
the “excess” amount of notes outstand- 
ing, which are not needed by business, 
are deposited with the member banks 
and then in turn with the Federal Re- 
serve banks. The effect of an increase 
in the amount of such notes in circula- 
tion tends to decrease reserve balances, 
since the banks draw against their de- 
posit with the Federal Reserve bank in 
order to receive such currency. A de- 
crease in the total of Federal Reserve 
notes in circulation has the opposite 
effect, since the banks replenish their 
reserve balances by depositing the notes 
with their Reserve bank. 


Treasury Silver Certificates 


At the present time,. the currency is- 
sued by the Treasury consists mainly of 
silver certificates. This is due to the 
fact that the Silver Purchase Act au- 
thorized the Secretary of the Treasury 
to purchase silver at home or abroad. 
Against this silver purchased, the 
Treasury was under obligation to issue 
silver certificates at cost price. The 
Treasury, however, may issue silver cer- 
tificates up to $1.29 an ounce. Under 
the Gold Reserve Act, the President is 
authorized to change the statutory price 
of silver as well as gold, and, if he 
changed the price of silver by the 
same percentage as gold, the Treas- 
ury could issue approximately $2.10 of 
silver certificates against one ounce of 
silver. 

Whereas the Federal Reserve notes 
are issued only when demanded by 
business, the Treasury is required to 
issue silver certificates against silver 
purchased, and no regard is given to 
the need of business. An increase in 
the volume of silver certificates in cir- 
culation results in an increase in re- 
serve balances. Between 1933 and 1938, 
silver certificates in circulation in- 
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creased by about $1 billion, and this 
added to the reserve balances of member 
banks. 

The Board of Governors claims that 
the huge amount of excess reserve bal- 
ances is a menace and should be con- 
trolled, while, at the same time, the 
Treasury is adding to the total reserves 
by the issuance of additional silver cer- 
tificates. Even if the Board of Gover- 
nors were to raise reserve requirements 
and to sell Government securities, the 
Treasury may raise the statutory price 
of silver, as authorized under the Gold 
Reserve Act of 1934, issue silver cer- 
tificates at the new price, and, by thus 
increasing reserve balances, counteract 
the effects of the actions taken by the 
Board of Governors. In fact, the Treas- 
ury could utilize the additional silver 
certificates to purchase the Government 
securities sold by the Federal Reserve 
banks, and would be in a position to 
maintain the Government bond market. 

The solution to the above problem 
lies in the repeal of the Silver Purchase 
Act. The United States would be able 
to solve the problem which arises as a 
result of the duality of currency issue 
if the issuance of silver certificates, on 
such a large scale, was stopped and the 
Silver Purchase Program abolished. 


Sterilization 


The second conflict between the 
Treasury and the Board of Governors 
arises in connection with the problem 
of the sterilization of gold. Both mone- 
tary authorities are in a position to nul- 
lify the effects upon the credit system 
of an inflow of gold to the United States. 
The Treasury, either through the sale 
of Treasury bills or the withdrawal of 
Treasury deposits held with the com- 
mercial banks, could prevent an inflow 
of gold from entering into the credit 
structure of the country. The Board of 
Governors of the Federal Reserve Sys- 
tem could also sterilize gold either 
through the raising of reserve require- 
ments (as was done in 1936 and 1937) 
or through the sale of Government se- 
curities in the open market The duality 
of control over this function leads to a 
conflict as to the nature of the policy 
to be pursued, and often contradictory 


measures may be taken by both agen- 
cies. It is logical to assume, therefore, 
that control should be in the hands of 
only one authority, but the question 
arises as to which of the two should 
have the power to sterilize and desteri- 
lize gold. Although arguments for both 
sides may be presented, it is readily ap- 
parent, for a number of reasons, that 
control should be vested in the Board 
of Governors of the Federal Reserve 
System. 


Board Needs New Powers 
The original purpose of the old Fed- 


eral Reserve Board was the function of 
regulating the volume of currency and 
credit in the United States. Inasmuch 
as the present powers of the board are 
inadequate to sterilize the huge quan- 
tities of gold which flow into this coun- 
try from abroad, the board needs new 
powers to place itself in a_ position 
where it can perform such a duty. One 
suggestion offered advocates a revision 
of the Banking Act of 1935 so that re- 
quired reserves could be raised by the 
Board of Governors up to any percent- 
age they desired. Through this method, 
the board could fix the maximum excess 
reserves which they would allow to exist 
for any one period, and all reserve bal- 
ances above that figure would become 
required reserves. Thus an increase in 
excess reserves, caused by an inflow of 
gold or by any other event, would be 
sterilized immediately. 

The Treasury, at the present time, is 
not in a favorable position to assume 


‘‘The original purpose of the 
old Federal Reserve Board was 
the function of regulating the 
volume of currency and credit 
in the United States. Inasmuch 
as the present powers of the 
board are inadequate to sterilize 
the huge quantities of gold 
which flow into this country 
from abroad, the board needs 
new powers to place itself in a 
position where it can perform 
such a duty.’’ 
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control over the sterilization of gold. 
As in the past, Treasury bills could be 
sold, but, with a large public debt al- 
ready outstanding, the inflow of gold, 
which is not likely to stop in the near 
future, would tend to increase the pub- 
lic debt at a rapid rate. In all likeli- 
hood, the Treasury bill rate would 
harden if bills were issued for such a 
purpose, and such an event would prove 
embarrassing to the Treasury in view 
of a large budgetary deficit which will 
require financing in the open market. 

The method to be followed under the 
supervision of the Board of Governors 
would not involve any expenditure by 
the Government, and, under present 
conditions, this power would be better 
placed if given to the board. In the 
extension of such powers, however, 
Congress should take great care in pro- 
viding safeguards, since this new power- 
ful weapon could easily be misused. The 
experience which this country under- 
went in 1936 and 1937, when reserve 
requirements were raised, seems to point 
this out, and the members of the board 
should be well qualified in money mar- 
ket operations. 

This is one major conflict which 
should be settled immediately because 
of the potential inflationary dangers of 
the huge volume of excess reserve bal- 
ances. 


Disposition of Treasury Balances 

Another problem which confronts the 
Board of Governors in its attempt to 
regulate the volume of currency and 
credit is that concerning the disposition 
of the huge balances which the Treas- 
ury keeps on deposit, at present, with 
the Federal Reserve banks and the com- 
mercial banks throughout the country. 
In the past, when) the Government op- 
erated on a balanced budget, the Treas- 
ury did not accumulate large deposits 
with either the Reserve banks or the 
commercial banks. At the present time, 
the volume of such deposits is large 
because of two reasons. Due to the 
large deficits, the Treasury has amassed 
a large amount of deposits with the 
commercial banks through the direct 
sale of Government bonds to such 
banks. Secondly, the Treasury is not 


sure of the behavior of the money mar- 
ket in the near future, and funds may 
be needed at a time when the market 
will not absorb Government issues at 
a price which would be satisfactory to 
the Treasury. Already, by the end of 
April, the Treasury had over $1 billion 
deposited in the Federal Reserve banks. 
Inasmuch as the shifting of Treasury 
balances from the Federal Reserve 
banks to the commercial banks increases 
reserve balances, and an opposite move- 
ment has a reverse effect, one can easily 
see that the Treasury is in a strong po- 
sition to exert an influence on the 
changes in reserve balances throughout 
the country. Also, since the Treasury 
is empowered to issue $3 billion in cur- 
rency which would tend to result in an 
increase in reserve balances, it is ob- 
vious that the credit policy of the coun- 
try is now controlled by the Treasury. 

Congress, therefore, should, at the 
earliest opportunity, make it possible, 
through the granting of additional pow- 
ers, for the board to gain control over 
the money market. If the budget were 
in balance, and if ‘the controversy in 
Europe were to reach a peaceful settle- 
ment, resulting in an outflow of gold to 
foreign countries, the board would, 
without the necessity of an increase in 
powers, regain its control. There is no 
definite sign, however, that the Federal 
budget will be balanced in the near 
future, nor that there will be any sub- 
stantial withdrawal of funds from the 
United States. In fact gold is being 
shipped to the United States in. larger 
quantities than ever before. It becomes 
necessary, therefore, for Congress to 
convey additional monetary powers to 
the Board of Governors of the Federal 
Reserve System for the definite purpose 
of handling the present abnormal credit 
situation as well as all problems which 
it may have to face at some future date. 


_ 


LIBERTY AND HUMOR 


A sysTEM of liberty is the only system 
with humor. When you eliminate all 
our jokes on officials, on Government 
or on the system under which we live, 
it becomes a dreary and jokeless world. 
—Herbert Hoover. 
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Starting the Operating Manual 


By James E. Potts 
Auditor, The First National Bank of 


Boston, Boston, Massachusetts 


BELIEVE I am safe in saying that 
there is no other type of business in 
which there is such a wide variation 

in procedure or method, as well as in 
business forms and terms, as our own 
banking business. 

It is true that on the surface the evi- 
dence seems to refute this charge of 
lack of uniformity in banks. We find 
certain common factors such as tellers’ 
cages, vaults, passbooks, statements, 
checks, notes; with lots of adding ma- 
chines, bookkeeping machines, change 
machines, and other kinds, and all these 
seem to constitute the major portion of 
the material and equipment with which 
banks work. 

But a second look is all that the dis- 
cerning pérson needs to see that there 
is no accepted standard as to cages or 
vaults, that some banks use no pass- 
books and some send no statements; 
that checks vary widely as to size and 
arrangement of contents; that notes are 
as different from bank to bank as the 
legal gentlemen who assisted in their 
composition. Then there is the varia- 
tion among banks in the terms used to 
designate similar types of item, such, 
for example, as those for unsecured time 
notes discounted, which are variously 
called: Discounts, Notes Discounted, 
Bills Discounted, Bought Bills, Time 
Paper, Bills Receivable, and Notes Re- 
ceivable. And, of course, I can’t re- 
sist reference to our own variation in 
the pronunciation of such key words of 
our business as “Comptroller” and 
“Amortization.” 

The procedure is as varied from one 
bank to another as ‘are the people who 
found and operate the banks. Note the 
different routings as regards tellers re- 


Recommending an operating 
manual as ‘‘the best way to get 
the best methods adopted in our 
banks,’’ Mr. Potts outlines the 
procedure of starting such a 
manual in this article which 
formed the basis of a recent ad- 
dress. 

Mr. Potts is author of the 
book ‘‘Bank Accounting and 
Audit Control,’’ recently issued 
by The Bankers Publishing 
Company. 


ceiving deposits and cashing checks; the 
single teller, group tellers, separate 
paying and receiving tellers, the unit 
system in varying degrees. See the wide 
variation in method of passing checks 
from tellers to ledgers; of handling and 
recording loans and proving the day’s 
work in the loan department; or of cal- 
culating interest and discount—I mean 
the methods, not the mathematics of this 
latter. 

We can detect an equal lack of uni- 
formity as between similar departments 
of a given bank. I will go farther and 
claim that in some banks procedure is 
often changed as management of a given 
department changes, or even as the per- 
son handling a given function or book 
or record changes and if you and I are 
not alert to prevent it, that’s what is 
happening in our own banks this very 
minute no matter how many safeguards 
and manuals we have. 


‘*Best’’ Methods 


I would not claim that every process 
in our banking procedure can be re- 
duced to an “a, b, c” routine. I do 
claim, though, that out of this variety 
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‘**Be sure to get the advice and 
criticism of department heads 
and key men when writing these 
instructions. Sell your new 
ideas to them first. They are 
living with the detail every day, 
and usually have the practical 
viewpoint.’’ 


of methods there must be only a few 
that are the best, and I believe it is our 
business as auditors and comptrollers to 
see that our banks use those best 
methods. Don’t lean back and be satis- 
fied because you think your system is 
good. Be ready to displace the good 
with the better at any time. 

If it seems reasonable to us that there 
must be a few “bests” among all the 
procedures covering various banking 
functions, it foilows that we should try 
to find a way to get these best methods 
adopted in our respective banks, and to 
see that every individual is made fa- 
miliar with the accepted procedure for 
his type of work. 

I believe the best way to get these 
best methods adopted in our banks, and 
to see that everyone concerned is made 
familiar with our way of doing things, 
is through instruction bulletins built 
into procedure manuals. 

A good way to start these manuals, 
if you have not already done so, would 
be to embody instructions, let us say 
to tellers, in a sort of general bulletin 
dealing with the handling and care of 
cash, cashing of checks, disposition of 
cash items, passing of over and short 
entries, checking of total sendings to 
various departments before leaving for 
the day, passing of cash between tellers 
—in fact, covering in a general way 
the ordinary routine work of the teller 
—and see that a copy is placed in the 
hands of each person entrusted with 
cash, and retained by him as a sort of 
general guide. Then later you can em- 
body these instructions in a loose-leaf 
teller’s instruction book, each subject on 
a different sheet, with a proper index, 


and as bulletins are issued from time 
to time, covering procedure as dictated 
by general banking usage, or by new 
laws, or for reasons of safety of the 
teller, the customer or the bank, see 
that the instructions are inserted in the 
instruction manual and shown in the 
index under the respective subjects. 

I am using the tellers’ manual as an 
illustration, but of course what I say 
applies with equal force to manuals 
for the loan, collection, bookkeeping, 
general ledger, safekeeping and storage, 
and securities-owned departments. 


General Procedure 


If you will be careful not to try to 
cover too much ground in any given 
bulletin of instruction, that is, if you 
confine them to one subject at a time, 
it will be possible to build up some 
of your manuals by singly filing the 
bulletins in loose-leaf binders, and 
properly indexing them. The tellers’ 
and loan department manuals should 
perhaps be specials, but those for other 
departments, like the collection, book- 
keeping, check tellers, and bank’s own 
securities, can well be in the form of 
an indexed collection of instruction bul- 
letins. But don’t fatigue your own 
minds in writing nor the minds of your 
department heads and staff in reading 
too much instruction on small, unim- 
portant details. Take up simple blun- 
ders and errors of judgment directly 
with the man in charge—don’t write a 
bulletin. 

Be sure to get the advice and criti- 
cism of department heads and key men 
when writing these instructions. Sell 
your new ideas to them first. They are 
living with the detail every day, and 
usually have the practical viewpoint. 
Get them to agree on the procedure and 
the manner of setting it forth in instruc- 
tions. 

' A good idea is to stamp each pro- 
posed bulletin with a rubber stamp 
showing the initials of the persons who 
are to approve these instructions before 
they go out. It should provide blank 
spaces for the date and signature of 
each, as well as extra blanks for depart- 
ment heads and supervisors when such 
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are called upon. But there shouldn’t 
be too many to please, or you will 
cramp your style and slow up the is- 
suance of these necessary guides. 

Keep your instructions clear, concise 
and brief. Have in your mind’s eye the 
person to whom they are addressed; 
put yourself in his place. 

Be careful in these instructions not 
to “harp” on loyalty, organization 
spirit, duty to customers, the bank’s 
position of leadership, and similar 
ethical ideas. It is with these abstract 
qualities very much as it is with patriot- 
ism—when someone talks at you about 
them he had better be good himself. It 
seems to me that by ranting about these 
qualities in your written instructions 
you are very liable to give the appear- 
ance of preaching, and your staff will 
resent that. Stick to the main issue. 

Don’t use any “musts” unless you 
must. It is much better to say “should.” 
The “should” has the same force as 
“must,” but it doesn’t sound so dic- 
tatorial. It keeps these instructions 
from giving the impression of “talking 
down” to the staff, which, I am sure, 
is the last thing you want to do. 


Manual Supervision 


Unless the auditing department or 
some other agency concerns itself with 
seeing that these manuals are kept up 
to date and available in each depart- 
ment and in each teller’s cage, you 
might as well not write them! That 
may sound discouraging, but it’s true. 
Just as sure as taxes, a big majority of 
your bulletins will be read and laid 
aside and then forgotten. The instruc- 
tions they contain may in most cases be 
carried out. But unless you use the ut- 
most care to see that the various depart- 
ments and individuals file and index 
each new set of instructions, at the same 
time discarding the old superseded 
ones, the manuals will develop into a 
useless hodge-podge. What you are 
trying to do is to establish the best, 
most efficient procedure possible for 
every function of your bank, based on 
the research of your own staff and that 
of your friends in the business. Cer- 
tainly, then, it is up to you to see that 


it is not left to chance nor the variabie 
attitudes and understanding of those 
who will pass on the instructions to 
new employees, to see that standards 
set up are maintained. 


Need for Manuals 


Now, please get me right. I am not 
advocating fixed, static methods nor 
suggesting that you set yourselves up as 
knowing the one perfect way to do every 
job. I have suggested that you must 
get the department heads and other 
practical men to help you set up these 
standards. But what I am trying to 
emphasize here is the need of getting 
these established methods written and 
collated and kept up to date, so that 
all concerned may be without excuse for 
not knowing how your bank wants the 
various functions carried out. One ex- 
cuse for careless, dangerous errors of 
procedure that I do supremely detest 
is that one “We had a new man on the 
work.” Have you ever heard it? In- 
struction manuals go far to making that 
excuse obsolete. The new man should 


be given his “Bible” before going on 


Operating manual 
tions: 

1, Start with a sort of core bul- 
letin for your tellers and pos- 
sibly your loan department. 
Keep these instructions con- 
cise and simple and cover one 
thing at a time so that bul- 
letins can be built into man- 
uals, 


Be sure to have the depart- 
ment heads and key operating 
men help in the preparation 
of instructions. 


See to it that all instructions 
are filed in loose-leaf binders, 
properly indexed, kept up to 
date, and made readily avail- 
able. 


sugges- 


THE BANKERS MAGAZINE for July, 1939 





BANK 
ACCOUNTING 


AND 


AUDIT CONTROL 


By 
JAMES E. POTTS 


Auditor 
Tue First Nationat Banx or Boston 
Boston, Mass. 


Rd 


te BOOK is a study of account- 
ing and audit control as applied 
to banking. It starts with a typical 
statement of a large bank. This is 
broken down into a more detailed 
list of accounts and each account 
is then traced back to the trans- 
actions which gave rise to it. In 
so doing the accounting procedure 
involved is studied and also the 
audit control factors which may 
be applicable in each case. 

The book is profusely illustrated 
with various forms used for audit 
control. It should be of value 
not only to the student of bank 
accounting but to comptrollers, 
auditors and bank executives in 
general as well as to public account- 
ants and bank examiners. 


Price $4 delivered 


A RS I LN SRE NOE NS A ce 
BANKERS PUBLISHING CO. 
465 Main Street, Cambridge, Mass. 


Please send me on approval a copy of 
“Bank Accounting and Audit Control’ by 
James E. Potts. At the end of 5 days I 
will either remit $4 or return the book. 


Address 
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the job, and should be permitted to ask 
questions where something is not en- 
tirely clear to him. But the manual 
should be his guide, and not the hastily 
passed word-of-mouth instructions of 
the man who is leaving the job, or of 
someone who is delegated to break him 
in, because such are prone to omissions 
and misinterpretations. 

The auditing or control department 
should have a copy of each operating 
bulletin and manual, and should know 
its contents. 

One very important detail in the is- 
suing of these instruction bulletins and 
building up the procedure manuals, 
which I have left for emphasis at this 
point, is: samples of forms. Wherever 
possible, and there aren’t many occa- 
sions when it isn’t possible, have your 
instructions accompanied by a sample 
of the form you are talking about, if 
there is one. If it is a manifold form, 
refer, in your instructions, to each part 
by its letter, as Part A, Part B, and so 
on. You will find that this is the best 
aid imaginable to a thorough under- 
standing of the procedure you are at- 
tempting to outline. With the related 
instructions and forms before him, even 
the slowest-minded person can at least 
ask intelligent questions if he does not 
thoroughly understand them. 

Make sure you know just what you 
want when you write a bulletin or 
regulation. Don’t change methods too 
often, but be ready to throw out any- 
thing you have when you find something 
better. 

And last, be resigned to the supreme 
rule that any regulation in the book 
or books can be broken if the breach 
ran be justified. 


SPENDING HAS NOT WORKED 


WE have had deficits now for nine 
years running; we-are at a level of ex- 
penditures never remotely paralleled 
before in peace times; we have more 
than doubled our national debt—and 
we still have ten million unemployed. 
Spending hasn’t worked—New York 
Times. i 


THE BANKERS MAGAZINE for July, 1939 





A RECENT REFERENCE 
to our Bank Ledger of 1874 
reveals the fact that more than 


50% of the correspondents then 
listed are still “going strong” 


after sixty-five years of every 
kind of test to which banking 
has been subjected. 


Here is convincing evidence of 
the type of sound management 
enjoyed by these and other 
thousands of banks for whom 
and through whom we do 
business. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital, Surplus and Undivided Profits 
$40,000,000 


Member of Federal Deposit Insurance Corporation 
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Fiduciary Account Safeguards 


By R. E. Doan 


RECENT New York Supreme Court 

case, in which a $235,526 judgment 

was awarded against a bank, has 
brought added concern to bankers on a 
subject which has long been a trouble- 
some one—just what the extent of a 
bank’s responsibility is to see that funds 
on deposit in a fiduciary account are 
not misapplied. 

In this particular case, the trustee 
of an estate carried not only the trust 
account, but also his personal account 
and the account of a business in which 
he was an officer and stockholder, at 
the same bank. He, personally, and 
this business, were both indebted to 
the bank for notes discounted—the for- 
mer for $35,000 and the latter for 
$85,000. 

In a number of instances, this trustee 
drew checks on the trust account, pay- 
able to his personal order, and depos- 
ited these in his personal account. 
Funds were later withdrawn from this 
personal account to pay his personal 
expenses as well as to pay a few of the 
expenses of the estate. 

In one instance, which figured promi- 
nently in the court’s decision, the trus- 
tee drew a check: for $6,000 on the 


Is your bank properly safe- 
guarded against possible loss 
through misapplication of fidu- 
ciary account funds? 

The accompanying article 
cites the case of one bank against 
which a judgment of $235,526 
was recently awarded, and out- 
lines a few of the practices 
utilized by other banks in super- 
vising fiduciary accounts. 


trust account, payable to his own order, 
and deposited it to his personal account. 
He then drew a check on this personal 
account to the order of the business 
in which he was an officer, and this 
corporation, in turn, drew a check for 
$5,000 for a payment on the note which 
the bank carried. 

After the death of the trustee, when 
this wrongful diversion of funds was 
discovered, judgment was awarded 
against the bank. In rendering the de- 
cision, the judge declared, in part: 


Court Comment 


“The diversion of $6,000 . . . was 
one which plainly routed trust funds 
in the bank to Kittredge’s personal 
account in the same bank, and imme- 
diately to the same bank in payment 
of Kittredge’s direct or contingent lia- 
bility to it. . . . Through the transac- 
tions of that date, the bank knew or 
should have known that Kittredge had 
appropriated $6,000 of the trust funds 
for his private benefit. The presump- 
tion that he would apply the moneys 
to their proper purposes ceased to exist. 
There was absolute proof in the pos- 
session of the defendant to the contrary. 
It had knowledge of such facts as would 
reasonably cause its employes to think 
and believe that Kittredge was using 
the moneys of the trustee for his indi- 
vidual advantage and purposes through 
a method or system by whch thereafter 
the substantial part of this trust estate 
was converted and embezzled. 

“Having such knowledge, it was un- 
der the duty to make reasonable in- 
quiry and endeavor to prevent a diver- 
sion. Having such knowledge, it was 
charged by the law to take the reason- 
able steps or action essential to keep 
it from paying to Kittredge as his own 
the moneys which were not his and were 
the trustee’s, and was bound by the in- 
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formation which it could have obtained 
if inquiry on its part had been pushed. 
It apparently did nothing, and by pay- 
ing, under the facts here disclosed, the 
subsequent checks of Kittredge became 
privy to the misapplication.” 

Two other portions of the court’s 
decision are noteworthy: 

“.. . the bank acquired an advantage 
and benefit direct through the diversion 
(of $6,000 previously detailed), and 


also acquired knowledge of what was 


going on.. .” 


“The method of conducting the busi- 
ness was apparently planned to keep 
collateral adequate, see that interest on 
loans made by the bank to depositors 
was collected when due, have over- 
drafts promptly made good and keep a 
sharp lookout for bad checks and forged 
signatures. It seems watchfulness was 
subordinated to economy; that the em- 
phasis was upon volume, and the reli- 
ance upon the machines with the num- 
ber of employes too few. Apparently 
no defense was set up against a deposi- 
tor who transferred via many checks, 
month after month for over five years, 
thousands of dollars of trust funds to 
his personal account, and then by check 
on his personal account withdrew said 
funds for his private purposes—all in 
the same branch bank. . . .” 


General Bank Practices 


Desiring not only to bring this case 
to our readers’ attention, but also to 
suggest possible safeguards against such 
an occurrence in their banks, THE 
BaNKERS MAGAZINE has made inquiry 
of a number of banks throughout the 
country—to learn just how closely such 
incidents are scrutinized at present, and 
whether some of these precautions might 
be generally applicable to other banks. 
In our letter of inquiry, we asked for 
comment on the following plans: (1) 
having some officer of the bank, or the 
auditing department of the bank, care- 
fully scrutinize the cancelled checks, 
deposit slips, and statements of all such 
fiduciary accounts, the individual’s ac- 
count, and any business accounts in 
which he may have an interest, each 
month before the checks and statements 


are given to the individual; (2) having 
all tellers and bookkeepers refer all 
such fiduciary account transactions to 
an officer for an O’keh. 

Portions of a few of the replies re- 
ceived follow: 


A New York Bank: 


“It has always been our practice not 
to permit one acting in any fiduciary 
capacity as trustee, agent, committee, 
guardian, attorney, etc., to deposit 
checks to his order in such a capacity 
in his individual or personal accounts. 
Separate accounts have been maintained 
covering each of the fiduciary capacities 
in which the depositor acts. 

“In view of the decision mentioned 
in your letter, it will be necessary to 
take extra precautions to scrutinize care- 
fully all checks drawn by a depositor 
in a fiduciary capacity to ascertain 
whether they are payable to him indi- 
vidually. Some steps along this line 
will be taken immediately.” 


A Florida Bank: 


“We use no precaution whatsoever 
on the trustee or estate accounts in safe- 
guarding ourselves on the checks writ- 
ten against the accounts. 

“We only have about 35 of these 
accounts and none of the trustees or 
parties interested owes us money. How- 
ever, we are going to flag the accounts 
and have our auditing department check 
them every ninety days to see that all 
transactions are in order.” 


An Ohio Bank: 


“We have a system whereby one offi- 
cer supervises all trustee and other ac- 
counts of this nature, and through our 
continuous audit system, keep abreast 
of the transactions so that our system 
as set up, according to our counsel, has 
been adequate to meet the needs and 
necessities of our own bank.” 


A Nebraska Bank: 


“Our bank has had two cases, during 
the past fourteen years, of similar na- 
ture. In one of those cases we suffered 
a loss. 
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BANKERS’ 
CONVENTIONS 


The Ambassador has been host 
(and a successful one) to many 
conventions and meetings of 
bankers. Combining perfect 
facilities with the services of an 
able, attentive convention staff, 
there is little wonder that the 
Ambassador is such a perennial 
favorite. Why not write to us 
now about your next meeting— 
no matter how large or small. 
Address William Hamilton, 
Managing Director, or H. E. 
Baggs, Convention Manager. 


The 
Amtassador 


IN ATLANTIC CITY 
WILLIAM HAMILTON 
Managing Director 


“We now require two signatures on 
each check drawn against administra- 


tors’ or trustees’ accounts. The signa- 
ture of the administrator or trustee, and 
the signature of a representaive of his 
bondsman, whether a surety or personal 
bond is being used. 

“Your suggestion about having each 
check item O’kehd by an officer before 
being paid is, it seems to me, an addi- 
tional good precaution.” 


A Minnesota Bank: 


“All our tellers have been instructed 
for many years past to permit no 
transfer of funds from a fiduciary ac- 
count to the individual account of the 
fiduciary nor to accept for deposit in 


the individual account checks payable 
to the same individual in his fiduciary 
capacity.” 


A Pennsylvania Bank: 


“Our tellers are very careful in con- 
nection with such matters as arose in 
the case you described in your letter 
and, knocking on wood, we hope that 
we are sufficiently protected without 
making further rules and regulations to 
guard against loss which might arise 
from irregular practice on the part of a 
trustee.” 


A Michigan Bank: 


“Our present plan which attempts to 
limit our liability through wrongful di- 
version of funds from a trustee account 
as well as any other irregularities, pro- 
vides that all personal checks in excess 
of $500 on personal accounts, and all 
corporate checks in excess of $5,000 are 
referred to the head bookkeeper or his 
assistants. Our tellers also frequently 
refer trust account deposits to our 
counter officers. 

“Tn the future, in addition to continu- 
ing the plan outlined, a report will be 
submitted to the auditing department 
each day, listing thereon any checks of 
$500 or greater drawn by an individual 
or individuals in a fiduciary capacity, 
payable to “cash” or to our bank, or 
endorsed by the fiduciary either per- 
sonally or in another fiduciary czpacity. 
The auditing department, in turn, will 
check to see whether any benefit accrued 
to the bank through the use of these 
funds. The auditing department, also, 
when making their periodical audits of 
the bank, will test-check certain fidu- 
ciary accounts, scanning all the checks 
in the file during the current month.” 


REMOVE FEAR FROM BUSINESS 


ELIMINATE fear from business! Remove 
the elements of fear. Remove the at- 
mosphere of fear. That, I believe, is 
the absolutely essential green light. It . 
has not yet appeared.—George E. So- 
kolsky, in New York Herald Tribune. 


24 THE BANKERS MAGAZINE for July, 1939 





Have your Personal Loans 


Insured by 


a company that specializes in that type 


of insurance exclusively 


Op Repusiic Crepit Lire Insurance Company pioneered in 
adapting credit life insurance to the needs of commercial banks with 
Personal Loan departments. It specializes in this type of insurance 
exclusively. Its activities in this field are not mere side-issues, not a 
subordinate part of its business. Hence its service is expert, thorough. 

Hundreds of banks throughout the country are successfully using 
Old Republic’s simple, practical plan of insuring personal loans 
against the death of borrowers. It gives them 100% coverage on 
the unpaid balances due. It also protects the borrower’s family, his 
estate, and the co-maker or endorser. Yet it costs the banks nothing 
to install, nothing to operate. 

A valuable by-product of the plan is the good will that ensues 
when a bereaved family is notified by the bank that no further pay- 
ments on a personal loan will be necessary. Prompt notification to 
this effect is possible because Old Republic’s immediate check 
to the bank settles everything. 


Full particulars of Old Republic’s simple, efficient Plan 
will be supplied to any bank upon request. 


Old Republic Credit 


Life Insurance Company 
309 West Jackson Boulevard, (Aicago 
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CAPITAL CREDIT BANKING 


By A. A. Berte, jr. 


HIS memorandum is not designed 

to attempt the elaboration of a 

plan of capital credit banks, but 
rather to try to examine their possible 
underlying principles. 

It would appear that such a banking 
system must meet certain major require- 
ments: 

1. It must make available at all 
times an adequate supply of cash for 
“investment” purposes, for the purpose 
of construction of net tangible additions 
to the wealth of the country. Such cash 


At the recent Temporary Na- 
tional Economic Committee 
hearing on savings and invest- 
ment, Mr. Berle suggested three 
elements of ‘‘a modern financial 
tool-kit.’” These were: 

1. A bill creating a Public 
Works Finance Corporation. 

2. A bill to insure loans for 
small business. 


3. The study of a bill provid- 
ing for capital credit banks, 
‘‘whose business it should be to 
provide capital for those enter- 
prises which need it, when they 
need it; and it should make 
that capital equally available to 
the Government or to local units 
for public work, when public 
enterprise went into action, or 
to private enterprise when pri- 
vate enterprise, either new or 
old, needed the assistance.’’ 


The accompanying article 
contains a portion of Mr. Berle’s 
outline of the capital credit 
bank plan. 


may be savings withdrawn from the or- 
dinary currency and short-term credit 
supply; or may be bank credit created 
for the purpose; or may be a combina- 
tion of both. 


2. It must, however, provide for non- 
commercial as well as commercial in- 
creases in national wealth. In other 
words, it must provide funds which may 
be available for strictly private com- 
mercial construction, or for quasi-public 
endeavor, or for public use, as need 
may appear. Particularly, the supply 
must be so handled as to open up and 
make possible new lines of construction 
which the community obviously needs, 
but which are not normally undertaken 
by private enterprise. Thereby the field 
of possible capital construction is vastly 


enlarged. 


3. The interest rates must be flexible 
—that is, adjustable to the need which 
the country at any given time may have 
to stimulate capital construction. It 
should be possible to lower interest 
rates to a nominal figure when construc- 
tion is to be stimulated; to raise them 
when it should be discouraged. In other 
words, it is necessary to apply in the 
investment banking field the same tech- 
nique which has been worked out in 
the short-term credit field. 


4. As a corollary to that, it is prob- 
ably necessary that the interest rate 
should be selective. There may be every 
reason for asking 4 or even 5 per cent 
return from a commercial enterprise; 
but there should be the possibility of 
charging, say, one-eighth of 1 per cent 
for a non-commercial enterprise, such 
as a hospital. It. is to be remembered 
that when the Government gives to a 
banking organization the power to 
create money, it no longer is necessary 
to offer an interest rate to stimulate that 
creation. The interest rate under the 
classic system was designed to lure 
money out of the normal channel of. 
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consumption and into the longer range 
of investment; to induce people to di- 
vert money from present consumption 
into construction by offering the hope 
of future rewards. In a word, to stimu- 
late savings. There should be no such 
necessity to stimulate a bank to use the 
power which the Government gives it. 


5. The use of capital credit ought to 
be limited to projects which actually do 
result in capital construction and in a 
net addition to the tangible plant, pri- 
vate, quasi-public or social, of the 
country. Just as a bank credit in the 
‘ommercial field is supposedly limited 
so that it will at all times stay in rela- 
\ion to the floating supply of goods and 
services moving towards consumption 
final use, so currency or credit 
created for capital purposes should be 
limited, to the end that the amount of 
t in existence shall correspond to the 
amount of capital assets. 


6. Controls must be in existence so - 


that the currency and credit so created 
shall not, as it mingles with the or- 
dinary supply of currency and credit, 
produce “inflation’—that is, raise the 
price level of goods and services solely 
because of monetary factors. 

7. Because a capital credit banking 
system of this sort must serve public 
as well as private ends, it cannot be 
exclusively in private control. Con- 
ceivably, it may be wholly under non- 
political public control; conceivably, it 
may have units both private and pub- 
lic. But it is essential that the capital 
credit which it supplies shall never be 
cut off merely through private motives. 


Possible Forms and Functions 


The point of contact must be a bank 
or set of banks to which there will 
come people who desire to construct 
additions to the plant of the country. 
The people who come may range from 
individual enterprisers who wish to 
construct plants for rayon, steel special- 
lies or knockdown houses; railroads 
which wish to re-equip their lines; semi- 
public authorities which desire to con- 
struct bridges or parks or low-cost 
housing; municipalities, counties, or es- 
tates which need to construct hospitals, 


‘“‘Though essentially non- 
profit, any capital credit system 
must be rigidly non-political. 
We have been in the frying pan 
of having the flow of investment 
credit used in large measure to 
build up private positions of 
power; and the resulting dan- 
gers are obvious. This is not a 
reason for jumping into the fire 
of a public institution under 
political control whereby a 
politician uses the mechanism 
to build up his power instead.’’ 


prisons, courthouses, health centers, or 
other necessary conveniences. 

A capital credit bank must be charged 
with the task of assuring itself that 
the proposed project really does result 
in a net addition to wealth, interpreted 
broadly. If the money is merely to be 
wasted in a project which is useless or 
unsound, the result would be to create 
credit without creating wealth; and to 
the extent thal this is done, the credit 
system is weakened. ‘This is, in theory, 
the test which reputable investment 
bankers are supposed to apply when 
determining whether they will float a 
bond issue. 

The amortization rate of any loan 
must be such that the loan will be paid 
within the life of the asset created by it. 

The interest rate will be determined 
as much by social factors, and by the 
need of the country for construction in 
general, and the particular kind of con- 
struction in particular, as by any de- 
sire to reap a banking profit. 


Capital Banking as a Profit 
Enterprise 


The theory that a bank must “make 
a profit” today has ceased to be valid, 
except in an extremely limited sense. 
The profit of the bank is interesting as 
showing that by financial standards its 
work has been well done. In the sense, 
however, that the ‘bank is “entitled” to 
a profit, as a reward for something or 
other, there seems to be no reason for 
its existence. A bank today is a mech- 
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*‘Controls must be in exist- 
ence [under a capital credit sys- 
tem such as suggested] which 
will prevent the creation of cur- 
rency and credit for capital pur- 
poses from so increasing the 
supply and circulation of cur- 
rency that it will affect the price 
level. ... 


‘‘Summarizing, the three 
major controls must be these: 


(1) Open market operations 
on a large scale, which might be 
carried on by the Federal Re- 
serve in conjunction with the 
Treasury, and would presumably 
dovetail with the entering of the 
Federal Government into the 
bond market; 


(2) The right to raise and 
lower rediscount rates, and by 
regulation to require the credit 
banks to raise or lower the in- 
terest and amortization rates 
they charge; 

(3) The power to limit or sus- 
pend rediscount operations alto- 
gether.”’ 


anism for creating currency. It receives 
this privilege from the Government; 
there is no more valid reason why a 
bank should make an unlimited profit 
for creating and applying currency 
than there is why taxes should be 
farmed out to the highest bidder, and 
tax collectors allowed to make a profit 
on their collection. 

What is needed is that the managers 
of capital banks shall be paid, and 
preferably well paid, for their work. 
and have an incentive to do that work 
carefully. But their job is to keep an 
even flow of capital construction and to 
see that the country is well served; the 
bank is not an institution for making 
profits for private shareholders. This 
might be accomplished either by public 
ownership, or by private ownership 


with limited dividends; or by banks 


chartered to serve particular industries 
and run on a mutual plan. In this con- 
nection it is to be noted that, in theory, 
many of our largest and most success- 
ful financial institutions today are non- 
profit; for instance, savings banks and 
mutual insurance companies. Appar- 
ently it is perfectly possible for large 
financial institutions to be organized and 
run without the necessity of a set of 
stockholders asking for profits. The 
bulk of investment today is probably 
done through just such channels. There 
is, therefore, no reason now for assum- 
ing that a stockholder’s profit is some- 
how essential to run an effective finan- 
cial institution. 

Though essentially non-profit, any 
capital credit system must be rigidly 
non-political. We have been in the 
frying pan of having the flow of invest- 
ment credit used in large measure to 
build up private positions of power; 
and the resulting dangers are obvious. 
This is not a reason for jumping into 
the fire of a public institution under 
political control whereby a politician 
uses the mechanism to build up his 
power instead. By consequence, the 
management of a system of this kind 
should be entrusted to professionals, 
who are barred from political connec- 
tion or office, but who are alive both 
to the economic and social needs of the 
country, and realize that political move- 
ments largely do reflect those needs. 


Operations 


The conclusion of a capital’ credit 
transaction would, presumably, result 
in the borrower selling to the bank a 
bond or a set of bonds on agreed terms. 
To make certain that there will always 
be an adequate supply of cash for in- 
vestment purposes, such bonds must be 
rediscountable with the Federal Reserve. 
I do not see that an effective capital 
credit mechanism is possible except as 
it is tied in to the Federal Reserve ma- 
chinery. There is some difference of 
opinion on this subject, particularly in 
Treasury circles; but I believe that on 
closer examination the differences of 
opinion will disappear. 

There is no particular reason why 
the bank may not take, if it chooses. 
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deposits in the same fashion that large 
private banks such as J. P. Morgan and 
Company take them today. Such de- 
posits, however, should be definitely less 
withdrawable than ordinary commer- 
cial bank deposits, and this should be 
distinctly understood. Private deposits 
so taken consist of “savings”—that is, 
currency or credit not created by the 
process of the loan, but withdrawn from 
the flow of currency and credit adapted 
to the floating supply of goods. Con- 
ceivably also a capital credit bank 
might issue its own debentures for sale 
in the open market (if its operations 
were adjusted so that it was making an 
interest profit), but these again would 
have to be limited to the commercial 
operations of the capital credit bank, 
since, in this case, it would have to bid 
for savings and for that purpose would 
have to offer an interest rate. The pub- 
lic and quasi-public functions of the 
bank would have to be financed pri- 
marily through the creation of reserve 
credit. 

A system of such banks might be 
either: 

1. Created as a division of existing 
commercial banks; 

2. Created as a new national or re- 
gional system; or 

3. Created dividing the various capi- 
tal banks functionally, as capital credit 
banks primarily interested in transpor- 
tation; others primarily interested in 
particular lines of manufacture; others 
particularly for the purpose of serving 
quasi-public and public needs. 


It probably is not practicable to con- 
struct a system of this kind out of the 
existing commercial banking field. This 
is not because of any inherent impos- 
sibility. It is because commercial bank- 
ers have been trained for generations in 
the classic system—that is, that the job 
of their bank was not to supply capital. 
The training was right in connection 
with their present function; but it is, 
of course, wrong when they are asked 
to perform an almost exactly opposite 
function. The real difficulty would lie 
in securing men of elasticity and train- 
ing. Logically, if private units were 
used as a base for all or any part of 


such a system, the solution would be 
to permit existing banking firms to ap- 
ply for charters as capital credit banks, 
where the record of the investment bank- 
ing firm demonstrated that it was suc- 
cessful in applying capital to the crea- 
tion of the need for plant. This could 
not be satisfactory as an entire solution, 
however, because investment bankers 
have been, naturally enough, trained 
only in the pure profit system. They 
could, perhaps, handle that part of the 
capital credit banking machinery de- 
signed merely to serve private and com- 
mercial needs. For the quasi-public and 
public needs, one would expect to find 
personnel rather in the younger men 
who had been trained in non-profit sys- 
tems, such as savings banks or mutual 
life insurance companies, and who 
would, under a new system, be perform- 
ing much the same functions which they 
had been doing up to the present, ex- 
cept that instead of having to think of 
securing repayment of the loan plus a 
commercial interest rate, they would 
now have to think only of securing re- 
payment of the loan plus a nominal 
interest rate for the purpose of paying 
running expenses, plus an added amount 
collected as a reserve against losses. 

The regulations governing the admin- 
istration of such a banking system ought 
to be so framed as to free them from 
the rigidities which now obstruct the 
flow of capital. For instance, a capital 
credit bank which holds a portfolio of 
bonds or obligations, not primarily de- 
signed for resale, can do a number of 
things impossible in the investment mar- 
ket. If it is dealing with a commercial 
instrument it can, for instance, demand 
a base rate of interest, but make it flex- 
ible, so that in a good year more is 
paid, in a bad year less is paid; so that, 
in a word, a rigid interest rate does not 
assert a constant pressure against the 
industry at a time when the industry 
may not be able to pay it. In this re- 
spect, it would be possible to put into 
effect the theory recently expressed by 
Jerome Frank, namely, that in a large 
measure, and in many fields, a fixed or 
rigid interest rate no longer conforms to 
commercial need. 
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Now Ready 


BANKING LAW JOURNAL DIGEST 
New Fifth (1939) Edition 


Annual Cumulative Pocket Supplements 
Continually down to Date 


The New Fifth Edition of the Banking Law Journal 
Digest (first to be published since 1932) is now ready 
for delivery. 


The Fifth Edition of the Digest, a volume which 
has been familiar to bankers and banking attorneys for 
many years, contains digests of the decisions which 
have appeared in the monthly issues of the Banking 
Law Journal since the establishment of the Journal in 
1889 down to the beginning of the present year. 


These digests are grouped under 150 main headings 
arranged in alphabetical order——Acceptances, Accommo- 
dation Paper, Agents, Altered Paper, Assignments, 
Attachments, Banking, Bills, Bonds, etc. In all, 
there are some 10,000 digests of decisions involving 
questions of law of banking and negotiable instru- 
ments. 


More than two thousand important banking decisions 
have been made by the courts since the Fourth Edition 
appeared in 1932. These, of course, are included in 
the New Fifth Edition. 


A new feature of the Fifth Edition will be the 
publication of annual cumulative pocket Supplements 
which will keep the Digest continually down to date. 
Each annual Supplement, as received, may be inserted 
in a pocket fixed in the inside back cover of the 
Digest, thereby becoming a part of the book. 


The new Digest contains 824 pages, including a 
Table of Casese The price remains at $6.50 per copy. 
The charge for the Supplements will be $2.00 per 
annum. 


THE BANKING LAW JOURNAL, 465 MAIN ST., CAMBRIDGE, MASS. 
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No Need for New Credit Agencies 


National Industrial Conference Board 


New York 


DD ANK credit for legitimate business 
‘D purposes was obtained without dif- 

ficulty by more than 91 per cent of 
the 1,755 concerns, large and small, that 
eported on their credit experience from 
1933 to 1938 in a survey of bank credit 
‘acilities in the United States recently 
ompleted by the Division of Industrial 
“economics of the National Industrial 
Conference Board. 

A total of 9,000 firms were ap- 
proached in connection with the sur- 
vey. Replies numbered 1,755 and, 
since the identities of reporting con- 
cerns were protected, it is believed that 
a great majority of those which did not 
:eturn the questionnaire were either sat- 
isfied with their credit situation, or else 
had no serious cause for dissatisfaction. 
This inference is supported by the fact 
that the ratio of replies to the number 
of firms approached in the Conference 
Board survey of the availability of bank 
credit in 1932 was double that in the 
present one, reflecting the acute credit 
stringency which prevailed in 1931 and 
1932. 


Analysis of Replies 


The firms covered by the survey, 
most of which are engaged in manu- 
facturing, were asked to answer this 
question: “Do you now find, or have 
you recently found, any difficulty in ob- 
taining from your bank the credit ac- 
commodation required for legitimate 
business purposes?” Other questions 
concerned specific details of any refusal 
or restriction, the company’s experience 
with Government lending agencies, the 
need for such agencies, and suggestions 
for improving the credit situation of 
industry. 


“The comment offered most 
frequently by the executives of 
concerns reporting no bank 
credit experience or no bank 
credit difficulty was that the re- 
quirements of all deserving bor- 
rowers are being met under ex- 
isting credit facilities,’’ reports 
the National Industrial Confer- 
ence Board as the result of its 
recent survey, summarized in 
the accompanying article. The 
complete survey will be pub- 
lished in book form by the 
Board. 


In reply to the first question, 1,601 
of the 1,755 firms reported that they 
had no bank credit problems; 3.7 per 
cent had received less accommodation 
than they asked for; and 5.1 per cent 
had been refused credit by their banks. 

Many of the concerns reporting re- 
fusal or restriction were in the construc- 
tion industries, which were in a de- 
pressed condition throughout most of 
the five-year period. It was also found 
that nearly half of the concerns report- 
ing refusal or restriction did not re- 
quire bank credit in its ordinary, or 
short-term uses, but for longer periods, 
and without reference to any given busi- 
ness transactions as source of funds for 
repayment. 

Although most of the 154 firms ex- 
periencing difficulty had requested ac- 
commodation on the basis of the gen- 
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eral credit of the company, 82 were not 
rated in a rating service widely used 
in the granting of trade credits. 

Other facts disclosed in regard to the 
154 refusals or restrictions were the 
following: 


General working capital was sought 
in 101 cases, and many of these re- 
quests, if granted, would have involved 
semi-fixed capital loans payable over a 
period of from two to five years, and 
in some instances over a longer period. 


In 117 cases, or 73 per cent of the 
total, unsecured paper was offered as 
collateral; real estate or chattel mort- 
gage collateral was offered by only 18 
concerns, or 1] per cent. 

More than four-fifths of the firms re- 
porting refusal or restriction were. small 
or very small, that is, companies hav- 
ing a capital of $500,000 or less. 


Reasons for Refusal or Restrictions 


Legal limitations and requirements of 
bank examiners accounted for 12 per 
cent of refusals and restrictions, condi- 
tion of the bank for 1 per cent, policy 
of the bank for 54 per cent, and finan- 
cial condition of the reporting concern 
for 33 per cent. 


In connection with the high per- 
centage of refusal or restriction attrib- 
uted to bank policy, however, it is 
pointed out that the information was 
furnished only by the borrower or po- 
tential borrower, and it is only natural 
that a concern whose application for 
credit has been refused should stress 
those bases for refusal that pertain to 
banking policies, rather than those 
which have to do with the financial 
condition of the company. 


In many cases, it is believed that 
banks preferred to base refusal or re- 
striction on some secondary considera- 
tion relating to banking policy rather 
than to imply that the financial condi- 
tion of the concern did not warrant the 
loan requested. 


Thirteen companies stated that addi- 
tional credit had been denied because 
loans had already been extended to 
the legal limit permitted for one bor- 


rower. Unsatisfactory current earnings 
were the grounds in 18 cases, unsat- 
isfactory financial statements in 16; 
others were unstable market conditions 
in the industry of the applicant, unsat- 
isfactory ratio of current assets to cur- 
rent liabilities, and excessive inven- 
tories. 


RFC and FR Loans 


Accommodation for credit had been 
sought from Federal lending agencies 
by 159 of the 1,755 concerns that re- 
plied. Of these, 83 reported that their 
applications had been refused or re- 
stricted, and less than one-quarter had 
received the full amount requested. 
Less than half of the 79 concerns that 
sought loans from a Government lend- 
ing agency after refusal or restriction 
by a commercial bank were accommo- 
dated fully or in part. 

More than 90 per cent of the firms 
that had had experience with the Gov- 
ernment agencies believed that their 
credit standards were either as rigid as, 
or more rigid than, those of commer- 
cial banks. More than half of these 
firms reported that applications were 
considered less promptly by the RFC 
and the Federal Reserve banks than 


by commercial banks. 


Other Complaints 


Other complaints about Government 
lending agency policies were: (1) that 
applications were refused without of- 
fering specific reasons; (2) that ex- 
penses incident to compliance with re- 
quirements were excessive; (3) that 
total cost of a loan, including interest, 
expense of application, and amortiza- 
tion, was excessive; (4) that collateral 
requirements were excessive; (5) that 
no consideration was given to the char- 
acter of the borrower; (6) that there 
is an almost complete absence of per- 
sonal contact between lender and bor- 
rower, comparable with that found in 
relations with commercial banks; and 
(7) that the terms of loans are at 
times in conflict with other Federal 
policies, such as the undistributed pro!- 
its tax. 
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Presenting - - 


The Bank of Port Jefferson 


REQUENTLY eulogized, of late, is 

the country doctor, who goes about 

his community bringing new lives 
into the world, ministering to the sick, 
casing the last moments of the dying. 
Unselfish, unassuming, sincere in the 
relief that he is doing only his duty, 
he country doctor deserves praise in- 
ieed. 

No less deserving of recognition and 
raise, however, is the country, or small 
town banker—the man who aids in the 
‘reation of new community enterprise, 
who smooths over the rough spots in 
the economic road for local business, 
who bears the brunt of attack from those 
le cannot oblige without sacrificing the 
safety of depositors’ money. To him 
seldom goes the acclaim or distinction 
accorded his “big city” brother banker. 
‘To him seldom is given much in the way 
of national honor or recognition. And 
yet, to these men who have guided our 
thousands of small town banks safely 
through economic strife, political storm, 
and social upheaval, a great deal 
of credit is justly due. They are 
the backbone of our banking system, 
and have played a major 
part in the development of 
America. 

Typical of the small town 
banker’s modesty is a letter 
recently received from R. B. 
Dayton, president of The 
Bank of Port Jefferson, New 
York. In this letter Mr. 
Dayton insists that “we have 
nothing to brag about,” but 
even a glance at the record 
of his bank, which celebrates 
its fiftieth anniversary on 
July 15, is illuminating. To 
suggest but a few of its ac- 
complishments: during this 
fifty year period, the bank 


has paid out interest in the amount of 
$626,884.60, has paid out in cash divi- 
dends over $250,000 and also a stock 
dividend of 200 per cent, original stock 
having received over 16 per cent aver- 
age for the fifty years. 

Started by a former sea captain in 
1889, with capital of $25,000, the bank 
boasted but one employe, the cashier. 
At that time the town had a population 
of about 2,000, and principal business 
was shipbuilding and repair, with a 
large rubber shoe factory in an adjoin- 
ing village. Today, the bank has seven 
employes, capital is $100,000, and 
population approximately 3,000. The 
shipbuilding and shoe factory have dis- 
appeared; the shore front is now lined 
with oil tanks, grain elevators, sand and 
gravel companies; the town’s inde- 
pendent stores have been replaced with 
chain stores, garages, oil stations. 

In addition to President Dayton, of- 
ficers include Forrest Raynor, vice- 
president, who has been with the bank 
since October, 1889, and H. E. Davis, 


cashier, the son of the founder. 


Lobby—The Bank of Port Jefferson, New York. 
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LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Edited by KeitH F. WarrEN 


90 YEARS AGO 


The Bankers Magazine . . 


Limited Dividends 


We think no bank should ever, under 
any circumstances, make a larger divi- 
dend than they may reasonably expect 
always.to sustain. We think the policy 
to be bad, for the reason, in the first 
place, that there would be temptations 
to the financial officers of banks to re- 
sort to practices not the most commend- 
able, to make the greatest possible 
amount of earnings, and a spirit of 
rivalry may be promoted between dif- 
ferent institutions, and the funds of the 
banks perverted from business which it 
is the duty of the banks to sustain, and 
of great inconvenience and even hard- 
ship to those who have occasion, or are 
under necessity of doing business with 
them; and in the second place, we do 


July, 1849 


not believe the best interest of a very 
considerable portion of the stockholders 
will be promoted by it; for it is a fact 
that a very large amount of the stock 
of the banks is held by females, minors. 
and old people, who depend mainly for 
the means of their support upon the 
earnings of their stock, and when their 
income is large, corresponding habits 
of living will be very likely to be in- 
duced; and should a reverse of fortune 
to the banks take place, which may and 
indeed must be expected, they would be 
required perhaps to pass one or more 
dividends, especially when little or no 
surplus is reserved; an event which 
would be productive of no small incon- 
venience, to say the least, to a large 
class of stockholders. 


50 YEARS AGO 


The Bankers Magazine . . 


Idle Capital 


If anything is certain, it is that capi- 
tal never remains idle long, but is con- 
stantly pushing out for employment in 
every possible direction. There are 
short seasons, it is true, when it will 
accumulate in banks and other places, 


July, 1889 


but it is never contented when still, and 
never remains long in this condition. 
Thus we see why business is in its 
present stagnant condition. A _ large 
amount of capital has become unproduc- 
tive; the owners cannot use it. They 
cannot employ labor as they did before, 
nor buy and sell as they did before, and 
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so producers of merchandise must re- 
duce their prices to meet the present 
state of affairs. 


Qualities Required of Employees 


“The public at large have, I think, a 
very erroneous idea of the duties and re- 
sponsibilities of a banker. I would ad- 
vise any one present who has the in- 
clination to enter the fraternity, not 
only to satisfy himself as to his own 
fitness for the position, but to be pre- 
pared to subject himself to almost mili- 
tary discipline; to wait patiently under 
small remuneration for promotion and 
in increase of salary; to devote himself 
xclusively to the interests of employ- 


ers; to guard his conduct and his 
tongue so that he will not be a reproach 
or hindrance to his institution; and to 
take the chances of remaining compara- 
tively unappreciated or unknown in a 
subordinate capacity for years. Al- 
though some have entered the service 
of a bank at an early age, and have by 
the exercise of ability, diligence, so- 
briety and good manners attained a 
high position, I will be safe in saying 
that not more than one in one hundred 
obtain the rank that they at one time 
looked at as within their grasp.”—From 
a speech by R. R. Wilkie, cashier of 
the Imperial Bank of Canada, before the 
students of the British-American Col- 
lege of Toronto. 


253 YEARS AGO 


The Bankers Magazine . . 


Regulation and Restriction 


“There has grown up, not alone in 
America, but throughout the world, an 
astonishingly widespread belief in the 
value of regulation and restriction not 
only as a substitute for liberty, but di- 
rectly in opposition to it. That against 
which the leaders of the race revolted 
a century and more ago is now pressed 
upon us in another form as a desirable 
end at which to aim. Not liberty, but 
regulation and restriction are the watch- 
words of today, and they are made so 
in what is sincerely believed to be the 
greater public interest. John Stuart 
Mill, in his classic essay “On Liberty,” 
saw and described these tendencies 
nearly fifty years ago, but even his clear 
vision did not foresee the length to 
which restrictions on liberty have now 
been carried. 

“Just as the driving force of an en- 
gine is to be found in the steam chest 
and not in the brake, so the driving 
force in civilization will be found in 
liberty and not in restriction. The 
cycle will, in due ‘time and after a 
colossal waste of energy and of accom- 
plishment, complete itself, and liberty 


July, 1914 


will once more displace regulation and 
restriction as the dominant idea in the 
minds of man. It is worth your while 
to take note, therefore, that while lib- 
erty is not now in the foreground of 
human thinking and human action, it 
cannot long be kept out of the place 
which of right and of necessity belongs 
to it..—From the commencement ad- 
dress of Dr. Nicholas Murray Butler, 
president of Columbia University. 


World’s Largest Banks, 
December, 1913 


1. Imperial Bank of Russia. 

2. Lloyds Bank. 

3. London City and Midland Bank. 
4. Credit Lyonnais. 


5. London County and Westminster 
Bank. 


6. Deutsche Bank. 

7. Societe Generale. 

8. Bank of England. 

9. National Provincial Bank of Eng- 


land. 
10. Hong Kong & Shanghai Banking 


Corporation. 
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for the banker 


c\ 
Qe this book 
¢O was written 


with 


INCREASING PERSONAL LOAN BUSINESS 


by R. E. DOAN and G. F. FOLEY 
, Price $2.50 


The Chapters gh Personal Loan. Department has far 


greater possibilities than have hitherto 
been realized. Mr. Doan and Mr. Foley 
recognize the human features of this departmeni 
. Practical Operating Suggestions in its possibilities for service to the worthwhile 
citizens of the community but they have gone 
further in their investigation of the country’s 
successful Small Loan Departments to answer 
. Introduction to “THE the questions: How May Profits Be Increased? 
DENVER PLAN” How May Services Be Broadened? How May 
. DENVER PLAN and Large Its Facilities Be Extended to Serve Business 
Department Stores Firms as Well as the Individual? 


. Who Borrows.. Why They 
Borrow 


. Advertising Personal Loan 
Department 


. DENVER PLAN and Small Besides these questions the authors as 

Retailers, Professions originators of the now famous “DENVER 
PLAN” present their experiences and set forth 
for the first time the entire operation of this plan 
which assists retail merchants to liquidate their 
. FHA Mortgage Loans delinquent accounts. 


. Systematizing FHA Moderniza- 
tion Loans 


May we send you on 5 days’ approval a copy of 
INCREASING PERSONAL .LOAN BUSINESS? 


BANKERS PUBLISHING COMPANY 
465 Main Street - - Cambridge, Massachusetts 
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IN WASHINGTON 


By Our WasHINGTON CORRESPONDENT 


N opportunity to help reconstruct 

the monetary and regulatory ma- 

chinery as it concerns banking is 
just ahead. At the mid-month date, 
Senator Wagner’s resolution has re- 
eived a favorable report with no appar- 
ent opposition ahead. It calls for the 
‘onducting of a “study and the holding 
of hearings to consider and recommend 
« national monetary and banking policy 
by which the monetary and banking au- 
thorities of the Federal Government 
shall be guided and governed, and to 
consider and recommend the character 
of governmental machinery best calcu- 
lated to carry out such policy.” 

Such a “study” as indicated offers, 
perhaps, the best opportunity banking 
has had since the Act of 1935 was un- 
der consideration. Will bankers be 
ready to suggest changes that they 
know are needed? If they merely say 
“we are against any change,” they will 
have lost an opportunity that may not 
come again. If they will sit around 
the table with the committee called for 
in the Resolution, and help to recon- 
struct the “monetary and banking pol- 
icy,” their business may be saved. This 
will require patience in educating pub- 
lic officials, listening to radical propos- 
als, sifting out good, and possibly work- 
able ideas, from many possible schemes. 

Since the hearings before the Com- 
mittee will have prominence, anything 
that organized or unorganized banking 
can do there will aid in educating the 
country at large. Senator Wagner made 
clear to this. writer that he wanted the 
aid of bankers, promising that there 
would be no “pillorying” or “embar- 
rassing questions.” He said, “Let the 
bankers.,know we want their codpera- 


‘‘Banking must assume a posi- 
tive attitude toward Federal 
legislation instead of the hesitat- 
ing, negative attitude that has 
been so conspicuously displayed 
in the past few years. 

‘‘There was a time during and 
immediately following the bank- 
ing holiday when bankers gen- 
erally were in some disrepute 
throughout the country and they 
are still suffering from that idea. 
Some steps must be taken, and 
in the very immediate future if 
the banking profession is to gain 
that high standing in the nation 
that it once occupied and that it 
is justly entitled to occupy at 
this time. If this is not done, 
there can be only one ultimate 
result from the present trend— 
that is, Federal regulation to 
such an extent that it will 
amount to the practical socializa- 
tion of the entire banking in- 
dustry. It is time that the 
bankers of the country awake 
to this need and go forward in 
the manner they have the full 
right to do.’’—R. F. Hollister, 
Executive Manager, Independ- 
ent Bankers Association, Twelfth 
Federal Reserve District. 


tion and active assistance.” This mes- 
sage would appear to put the question 
up to the bankers themselves! 

Bankers have been, for the most part, 
on the defensive in seeking to convince 
the members of the Senate Banking and 
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Currency Committee, and through them 
the little business men, that they are 
anxious and willing to extend credit. 
In a few instances, though, they took 
the offensive, citing cases where “po- 
litical credit” had worked to the in- 
jury of going businesses. It was excel- 
lent strategy, but unfortunately there 
was not enough argument of that sort 
to convince the few members of this 
committee who maintained open minds 
on the advisability of enactment of the 
Mead Government-insured bank loan 
bill. 

Specifically, Edward E. Brown, of the 
First National of Chicago, and Walter 
W. Smith, of the First National of St. 
Louis, scored when they told of in- 
stances where unwise extension of bank 
credit had virtually subsidized some 
types of business to the detriment of 
soundly operated concerns which were 
not asking for easy credit. Mr. Brown’s 
incident was brought out in answer to 
questions on Reconstruction Finance 
Corporation loans, made on the par- 
ticipation basis. He referred to the 
case as a “political loan.” A_ radio 
concern was extended credit through the 
insistence of the RFC. The concern, 
it developed, was poorly managed, but 
because of the political value in keep- 
ing individuals employed, the loan was 
continued through a participating bank 
even though it should not have been. 
As a consequence, other radio manu- 
facturers in that area suffered severely. 
Mr. Smith, in his turn as a witness, 
mentioned “untold injury” resulting if 
credit were granted unwisely, that is 
without due regard to the business fun- 
damentals which bankers must take into 
consideration. 


The foregoing are cited as a form of 
offensive that bankers may well empha- 
size as they seek to prevent more Gov- 
ernment competition in their own field. 
While high officials of the American 
Bankers Association and those of the 
Federal Advisory Council presented the 
records of their institutions on loans 
made, and the reasons for declining ap- 
plications for credit, dominant forces 
within the Administration here are say- 
ing that the records tell only a part of 


the story. They are not convinced, pos- 
sibly because they do not want to be 
convinced. The records of loans made 
to all types and kinds of business did, 
however, prove impressive, and all sec- 
tions of the country were represented. 
There was testimony from the largest 
cities and from the cross-roads towns 
representing all points of the compass. 
The drive to insure easier credit is, at 
the mid-month date, a matter of strat- 
egy in which adjournment hopes and 
fears play a large part. 


Other ‘‘Credit Stimulants’’ 


There are, however, other features of 
the drive to stimulate business through 
a wider use of credit. The much her- 
alded Mead bill is, probably, but the 
frontal attack. Chairman of the Se- 
curities-Exchange Commission Jerome 
Frank and Chairman of the Federal Re- 
serve Board Marriner Eccles offered 
suggestions and proposals having far- 
reaching significance, due as much to 
the ideas expounded as to their posi- 
tion in the Administration. Chairman 
Frank told the Senate Banking Commit- 
tee in effect that the Mead bill was 
merely a first step. He indicated his 
desire to see intermediate credit banks 
set up for the furnishing of equity capi- 
tal. He indorsed the Berle suggestions. 
Chairman Eccles outlined the broad me- 
chanics of an “Industrial Loan Corpora- 
tion” which would buy and sell long- 
term credit paper issued by business 
concerns, as well as insure small loans. 
The Loan Corporation plan was not re- 
ceived with evidence of especial agree- 
ment because Mr. Eccles would have 
control of its operation under the Re- 
serve Board and Reserve banks. This 
would not be Government control, or 
not close enough, it was. indicated. 

The program outlined by Assistant 
Secretary of State A. A. Berle, Jr., and 
indorsed in principle by dominating of- 
ficials at the Securities and Exchange 
—the latter now much in evidence for 
economic planning—is a daring plan. 
Mr. Berle himself indicated the scope 
of his thinking before the Temporary 
National Economic Committee. 
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As an aid to both new and old busi- 
ness needing credit, the Government it- 
self should purchase preferred and com- 
mon stock, he explained, thus supply- 
ing equity capital, rather than loan 
capital as proposed by the inspired 
Mead bill. Such a program could have 
amazing ramifications and would be, 
in fact, outright Government subsidy. 

The suggestion of the president of 
the First National Bank of Chicago, Mr. 
Brown, that the SEC raise the regis- 
tration limit for the issuance of bonds 
ind stocks, appears mild by compari- 
on. Proposals that banks be permitted 
to do a limited type of underwriting 
ippear conservative in comparison with 
‘hese other seriously discussed plans 
,ow current in the National Capital. 

The question thus becomes pertinent: 

‘ust what is the future for banking in 
imerica? There are, of course, too 
inany factors involved, including po- 
\itical, to assume the prophetic role in 
-afety. However, it is clear that bank- 
ers must focus their attention on Wash- 
ington and meet aggressive programs 
with equally aggressive defenses. This 
may mean forsaking the role of penance 
thrust upon them since 1933, and the 
taking up of educational arms against 
the destruction of their business. 


Proposed Programs 


In the broad picture which concerns 
banking, the immediate plans for stim- 
ulating recovery are of especial mo- 
ment. All now under discussion by of- 
ficials may not achieve legislative form 
or concrete proposals at this session 
of Congress. Some of them undoubt- 
edly are going to require some polish- 
ing and adjustment, especially in their 
presentation. 

Chairman Eccles, close if not within 
the circle of economists who now ap- 
pear to be in control of governmental 
affairs, sees the need of a lending-spend- 
ing program which would include many 
new “self-liquidating” projects such as 
aid “ to housing, railroads, and to a 
lesser degree the utilities.” Investments 
of Government funds obtained by means 
of notes or debentures sold to banks 


would be used to stimulate construc- 
tion of toll roads, tunnels, and in rural 
rehabilitation and farm tenancy loans. 

Coupled with this plan is the sugges- 
tion advanced before the TNEC of a 
double budget which would not reflect 
such “investments” in the Federal defi- 
cit. Chairman Eccles speaks for him- 
self, and not for the Reserve Board, 
it must be understood. He is undoubt- 
edly sincere, a good banker himself, 
and consistent in his major views since 
he first came to the Capital. 


Insurance Hearings 


There is yet another segment of the 
picture which is of major importance to 
finance and investments. Reference is 
to the investigation that has been con- 
ducted in the insurance field. In the 
hearings conducted, which should be 
coupled with those held on savings just 
preceding them, the anti-monopoly sec- 
tion of the Securities and Exchange 
Commission outlined in bold strokes the 
need for stimulating the use of “idle 
funds.” This would be done either 
through “controls” or through taxes on 
savings. 

The insurance companies, having 
huge investments, should, it is held, aid 
recovery to a greater extent than they 
are now doing. Because policies issued 
are, practically speaking, about the 
same in cost, it is suggested that it 
may be better to put all insurance com- 
panies under a Government umpire. 


Current Developments 


Other current developments in Wash- 
ington include efforts of Comptroller of 
the Currency Delano to stimulate his 
examining force through the setting up 
of a plan which means the rotating of 
bank examiners. This implies moving 
examiners from one section of the coun- 
try to another, both for the good of the 
examiner, such as broadening his ex- 
perience, and the benefit of banks. 

The larger banks are hopeful that 
Senator Byrnes’ bill, eliminating FDIC 
assessments on inter-bank deposits, will 
achieve passage before this session of 
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Congress adjourns. At long last it 
seems possible that there will be less 
cost for Government insurance of bank 
deposits—$6,000,000 less. This is the 
estimated saving to the larger banks— 
the amount they have been paying on 
deposits of their own and of other banks 
placed with them. The FDIC has not 
opposed the bill. 


Recent Legislation 


Signature of the President has brought 
into effect the extension of FHA Title I 
and II powers. 

Bank officers to the number of about 
2,000 have had extended the deadline 
for payment of their loans from banks. 
The amount involved is approximately 
$32,000,000. This extension of time for 
bank officers’ loans carried an amend- 
ment, adroitly added by Chairman of 
the House Banking Committee Steagall, 


which removes the requirement that 
state banks having deposits of $1,000,- 
000 or more must join the Federal 
Reserve System. Deposit totals would 
have been predicated as of the calendar 
year 1941. 


Pending Measures 


Other items not to be overlooked in- 
clude the trust indenture bill which 
moves slowly but steadily toward enact- 
ment, an “appeasement” tax bill, a 
changed Social Security act which will 
include all Reserve member banks, civil 
service status for FDIC examiners, and 
the possibility that the Federal Home 
Loan Bank Act will be liberalized. Or- 
ganized banking has long feared the 
Federal Savings and Loan Association’s 
entrance into the banking field, espe 
cially that part of the field occupied by 
the savings banks. 


FEDERAL LEGISLATION PENDING 


Commercial, Savings Separation 


Bill introduced by Representative Pat- 
man (Texas), H. R. 6665. 

Provides that no “federally affiliated 
bank” which has total assets of over 
$5,000,000, and which is not a savings 
bank, could: (a) make, purchase, or 
participate in any loan or investment 
except such as made for agriculture, in- 
dustrial, or commercial purposes; (b) 
receive as security any mortgage except 
on property in actual use for agricul- 
tural, commercial or industrial purposes 
unless loan or investment is outstand- 
ing at time of enactment of this act 
and taking of such security is necessary 
to prevent or reduce loss to the bank; 
{c) accept time deposits except from 
agricultural, commercial, or industrial 
firm, association, or corporation, or ac- 
cept any savings deposit, or make use 
of the words “saving” or “savings” or 
their equivalent in its business or ad- 
vertising. 

The act would not apply to any fund, 


reserve, or investment required by ap- 
plicable Federal or state law to be in- 
vested otherwise than provided; to any 
account with another bank including 
any Federal Reserve bank or with the 
Treasurer of the U. S.; to transactions 
in domestic or foreign exchange or the 
transmission of funds; to loans to a 
single borrower with or without endorse- 
ment not exceeding in the aggregate 
$1,000 made without security or on the 
security of personal chattels; to invest- 
ment necessary to membership or main- 
tenance of membership in a Federal Re- 
serve bank or to insurance of accounts; 
to any investment in or loan upon sole 
security of obligations of or fully guar- 
anteed “by the U. S., or any state, ter- 
ritory, district, dependency, or posses- 
sion thereof, any municipal, governmen- 
tal, or quasi municipal corporation, 
quasi corporation, or subdivision of or 
within any of the same, or any govern- 
mental or proprietary agency of any 
one or more of the foregoing.” 
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Federal Business Finance Corporation 


Bill introduced by Senator Hill (Ala- 
bama), S. 2580. 

Declares that it is “in the national in- 
terest that small business be able to 
obtain funds for working capital, for 
capital expenditures and construction, 
for the retirement, funding, and exten- 
sion of existing indebtedness, and for 
other purposes consistent with its needs 
and the needs of national economy, 
when repayment or retirement of such 
funds may reasonably be expected on 
the basis of prospective earnings.” 

Provides for the creation of a “Fed- 
ral Business Finance Corporation,” au- 
‘horized to “make loans to business en- 
‘erprises and to purchase from them 
their securities and obligations, which 
nay include debentures and capital 
:otes (whether subordinate to other in- 

ebtedness or not) and preferred stock, 
vhen in its opinion the applicant is 

»lvent and repayment or retirement by 
the applicant of the proposed financial 
aid may reasonably be expected on the 
hasis of prospective earnings, and when 
in its opinion a market for the products 
or services of the applicant and the 
success of the enterprise may reasonably 
be expected.” Aggregate amount of 
loans to any one business enterprise 
could not exceed at any one time 
$1,000,000. 

Financial aid could be extended either 
directly or in codperation with banks 
or other lending institutions, the Cor- 
poration being authorized to acquire 
the participation or other interest held 
by the bank or lending institution when- 
ever in its opinion such action is neces- 
sary or desirable, and empowered to 
sell any loans, securities, or obligations 
held by it. 

The Corporation would be authorized 
to establish regional offices; to issue 
and have outstanding at any one time 
in an amount aggregating not more 
than five times its subscribed and out- 
standing capital, its notes or debentures, 
such obligations to be fully and uncon- 
ditionally guaranteed both as to interest 
and principal by the United States. The 
Secretary of the Treasury and the RFC 


would be authorized to purchase any 
obligations of the Corporation; obliga- 
tions would be exempt both as to prin- 
ciple and interest from all taxation (ex- 
cept surtaxes, estate, inheritance, and 
gift taxes). 

The Corporation could obtain from 
other branches of the Government, with 
their approval, “such economic and sta- 
tistical data and such other information 
as it may require in the conduct of its 
business,” and “shall submit to other 
branches of the Government of the 
United States such reports and such in- 
formation as may be relevant to their 
activities,” 


RFC Loan Insurance 


Bill introduced by Senator Mead 
(New York), S. 2343. 

This bill is similar to S. 1482 intro- 
duced earlier this session, and reported 
in the April issue of THE BANKERS 
MacazinE. Provisions include: (a) the 
RFC shall insure banks against losses 
from industrial loans under $1,000,000 
charging premium of not less than one- 
fourth of one per cent per annum on 
unpaid balance; (b) a loan is inter- 
preted as meaning any loan, extension 
of credit or renewal thereof; (c) a loan 
may be granted to any individual, a cor- 
poration, a partnership, an association, 
a joint-stock company, a business trust, 
or an unincorporated organization; (d) 
the RFC may guarantee a bank against 
a part or all losses on a loan in excess 
of 10 per cent of the principal amount 
of the loan; (e) the RFC shall deter- 
mine whether it wishes to insure a loan 
and may or may not insure it; (f) a 
loan may be amortized over a period of 
ten years, not less than one; (g) 4 per 
cent interest on the unpaid balance of 
a loan may be charged; (h) a service 
charge may not exceed one-fourth of 
one per cent; (i) insured loans would 
be eligible for rediscount with the Fed- 
eral Reserve banks for the full amount 
of the insurance—90 per cent of face 
value of the loan; (j) Reserve banks 
would be authorized to buy and sell the 
notes and other obligations evidencing 
these insured loans. 
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Savings and Loan Extension 


Bills introduced by Senator Wagner 
(New York), S. 2098, and Representa- 
tive Steagall (Alabama), H. R. 5535. 

Provisions include: change in name 
of the Federal Savings and Loan Insur- 
ance Corporation to Federal Savings In- 
surance Corporation; enable the Home 
Loan Bank Board to provide for imme- 
diate payment of insured accounts by 
the FSIC instead of, as at present, being 
payable 10 per cent in cash and the bal- 
ance in noninterest-bearing debentures 
maturing in from one to three years; 
reduction of premium for insured build- 
ing associations from one-eighth to one- 
twelfth per cent; grants investment pow- 
ers similar to those of mutual savings 
banks to Federalized Associations; per- 
mits building associations to make FHA 
Title I loans; liberalizes mortgage loan- 
ing powers to permit loans on large 
units other than homes; easing of col- 
lateral requirements for loans from the 
Home Loan Banks. 


Thrift, Commercial Separation 


Bill introduced by Representative 
Crawford (Michigan), H. R. 6196. 

Provides for separate operation of 
thrift and commercial departments of 
national banks. Capital funds would 
be separated by the board of directors 
of the bank, assets by the Comptroller 
of the Currency. No thrift department 
would be required to honor withdrawal 
demand of a depositor if payment would 
compel the bank to reduce its cash re- 
serve to a point below that required by 
law, or to borrow money or sell securi- 
ties for less than their cost; depositors 
could file written notice of withdrawal 
demand, these notices being recorded 
and paid in order as rapidly as funds 
became available; not over $1,000 
would be paid to any depositor at one 
time when other demands were unsatis- 
fied; board of directors of the bank 
could limit withdrawal to no more than 
$25 in any one calendar month to be 
paid to any depositor. Loans and in- 
vestments made by thrift department 
would be limited to “such first mort- 


gages and such bonds and securities as 
are legal investments for banks, and 
loans secured by the pledge of such 
mortgages and bonds and securities.” 
Loans and investments made by com- 
mercial departments would be limited 
to “short time loans made for the pur- 
pose of implementing the economic 
process of creating, distributing, buy- 
ing, selling, and exchanging useful 
goods and services, and to direct and 
indirect obligations of the United States 
of America.” Banks not having created 
such separate thrift and commercial de- 
partments by January 1, 1945, would 
be prohibited from accepting interest- 
bearing deposits, and loans and invest- 
ments would be limited to those desig- 
nated for commercial departments. 


— 


CREDIT FACILITIES ADEQUATE 


NEVER has the country had more ade- 
quate credit facilities than it has to- 
day. These facilities are provided 
through many Governmental _institu- 
tions, through chartered banks, and 
through other financial agencies. These 
facilities have been streamlined as to 
terms, conditions, and rates to meet in- 
dividual business needs, small and 
large, in every part of the country. 
These agencies have spent much time 
and money in advertising modern credit 
facilities and soliciting customers. 
When business decides to move forward 
to greater records in production and 
distribution, it will find ample credit 
agencies ready to do their part in any 
sound recovery program.—Robert M. 
Hanes, first vice-president, American 
Bankers Association. 


a 


GOVERNMENT BANKING 


INHERENT in Government banking are 
certain well-defined dangers: First, the 
temptation to over-expand Government 
credit; and secondly, the willingness to 
use the facilities for economic experi- 
mentation; which is too often influenced 
by political considerations.—Dr. Paul 
F. Cadman, president, American Re- 
search Foundation. 
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ON THE WEST COAST 


By JoHN FARNHAM 


HE question of insuring the loans 

of “little businessmen” is probably 

the outstanding Coast topic. Of 
course, as this is written, no one knows 
what the Mead bill will look like when 
it is passed. Nor, for that matter, 
whether it will be passed. Thus, until 
the subject is written into law, comment 
must be speculative. 

But the speculation is itself revealing. 
One school of thought doubts that “in- 
suring” business loans will make any 
appreciable difference in the volume of 
actual lending. To support this view 
a story is told of a conversation that 
took place between F. L. Lipman, now 
chairman of the Wells Fargo Bank and 
Union Trust Company, and a friend 
many years ago. The friend had re- 
marked that banks weren’t making loans, 
ihat they were discouraging borrowing. 

Apparently irrelevantly, Mr. Lipman 
asked when his conversationalist was 
going on to his home in Portland, Ore. 

“In a day or so,” was the reply. 

“Pll cash your check for a hundred 
or whatever you need,” said Lipman. 

“But I don’t need to cash a check. 
I’ve got my ticket and enough money 
to get home on.” 

“Now you see,” said Lipman. “It 
isn’t the bankers that won’t lend, it’s 
the public that won’t borrow, and they 
won't for the same reason that you 
won’t cash a check—they don’t need 
the money.” 


The story may be apocryphal, but it 
sounds like Mr. Lipman, and whether 
true or not it expresses one banker’s 
opinion of the proposed lending stim- 
ulus. 


Risk Capital Needed 


The opposite school stresses that in 
many ways this Western country is 
still in a pioneering stage of develop- 
ment and that it needs and will con- 
tinue to need for some time to come 
considerable risk capital. If the insured 
business set-up is designed to provide 
this kind of capital, then, it is argued, 
a considerable amount of money will 
be thus loaned. Of course, supplying 
this capital under a loan arrangement 
will be tremendously expensive. If 
actual loans for risk undertakings are 
made, not more than three out of five 
will ever be paid. The other two will 
have to be absorbed by “insurance.” 
No insurance premium could be set 
that high, hence it looks as though the 
taxpayer would be the real insurer to 
his own sorrow. 

However, the national tax system, 
being what it is, the Eastern taxpayers 
would be the ones most severely penal- 
ized, and as the economic gains, if any, 
would go to Westerners, this “insur- 
ance” measure may prove popular on 
the Pacific Coast once its implications 
are realized, and if Western business- 
men take advantage of it. 


A BANKERS MAGAZINE 
feature: Bringing the latest in 
banking, financial, and economic 
developments in the Pacific 
Coast States. 
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Five Day Week 


Unless all signs fail, 90 per cent or 
more of California banks will adopt 
the five-day week beginning in Septem- 
ber, when the recently enacted law mak- 
ing Saturday closing permissible goes 
into effect. Virtually no objection has 
been heard from any source to a five- 
day banking week. Merchants are said 
to like the idea because it will tend to 
iron out their week-end peaks. Labor 
unions are strong for the idea because 
it gives them a talking point in trying 
to jam the five-day week down the 
throats of all employers. Country banks, 
which were expected to object, have 
adopted a favorable attitude because it 
practically eliminates all problems inci- 
dent to the hours provisions of the 
Wages and Hours Act. Everyone has 
been heard from except John Private 
Citizen, but he probably will say noth- 
ing, one way or the other. He is used 
to suffering (and rejoicing) in silence. 
But if postal savings deposits in Cali- 
fornia start to climb, it can be taken 
as an indication that John doesn’t like 
his bankless Saturdays. 


Statehood for Hawaii 


Reports from over in Hawaii indicate 
that the dwellers in that paradise are 
getting their backs up. They want bet- 
ter treatment under the sugar section 
of the AAA, and they want statehood. 
The islanders have powerful friends 
on the mainland, and the whole thing 
may be an issue of some importance in 
next year’s elections. Nor would it be 
surprising if Hawaii won the statehood 
it craves, thus also solving its sugar 
problem. Nevada was admitted because 
Lincoln needed another state to ratify 
his emancipation amendments in order 
to make them valid, and if the truth 
were ferreted out it would probably be 
found that several other Western states 
gained their status because of the po- 
litical expediencies of the moment. Inci- 
dentally, and as a sidelight, a national 
bank operating under territorial laws 
is immune from membership in both the 
Federal Reserve System and the Fed- 
eral Deposit Insurance Corporation. 


Coast Sentiment 


Something which has all the ear- 
marks of a tax revolt and a swing to 
the right rolled into one is a marked 
characteristic of popular sentiment up 
and down the Coast this summer. The 
militant labor leaders who were talk- 
ing about manning the barricades no 
longer ago than last fall are keeping 
very, very quiet. Liberal-New Dealish 
Governor Olson of California has been 
fighting with his legislature over appro- 
priation measures ever since he took 
office. He started out with proposals 
for a vast spending program designed 
to make the unemployed “self-sustain- 
ing” along the lines once laid down 
by Upton Sinclair’s EPIC movement. 
One by one the legislature has knocked 
these dreams in the head, until only a 
reasonable relief appropriation remains. 
There is some danger that, as a reprisal, 
the Governor will call a special elec- 
tion to consider the now repudiated $30- 
Every-Thursday (Ham and Eggs) pen- 
sion scheme. But even if he does, there 
is little danger that it will be voted. 
San Francisco voters indicated recently 
how the voting was going this year 
when they turned down, by a ratio of 
about 214 to 1, the perennial proposal 
of the public ownership advocates call- 
ing for purchase of the San Francisco 
properties of the Pacific Gas & Electric 
Company. At the same time, and even 
more significantly, they decisively de- 
feated an organized labor measure to 
boost the city pay scales to astronomical 
heights. 

Building Boom 

Meanwhile, the California building 
boom continues to roll merrily along. 


With one-twentieth of the national pop- 
ulation, California is likely to build 


- one-fifth of the nation’s housing units 


this year. Southern California leads. 
Building permits in the Los Angeles 
area from January 1 through June 30 
are reported at $49,417,000, or 58 per 
cent of the total for the twelfth Fed- 
eral Reserve District. Altogether Cali- 
fornia has reported permits of $75,000,- 
000, against total district permits of 
$84,000,000. 
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INVESTMENT and FINANCE 


Edited by OSCAR LASDON 


CAPITAL OR CREDIT ? 


By HERBERT SPERO 


Department of Economics, 
College of the City of New York 


S the year 1939 reaches the half- 
A mark, there are distinct rum- 
blings auguring the appearance of 
another lending-spending program. The 
objective of this new effort is identical 
with that of the earlier attempts along 
this line—the restoration of a so-called 
1ormal level of business activity and 
the elimination of the plague of the past 
decade, unemployment. Various pro- 
posals to start the wheels of industry 
zoing at top speed have been received 
from Assistant Secretary of State Berle, 
Chairman Frank of the Securities and 
Exchange Commission, Senator Mead, 
and Chairman Eccles of the Federal Re- 
serve Board. Virtually all of the sug- 
gestions emphasized the need for the 
stimulation of bank loans to “small 
business” through guarantees, or the 
making of such loans by the Govern- 
ment itself. Mr. Eccles suggested the 
establishment of a new Federal corpora- 
tion to grant loans to small and medium- 
size business enterprises out of a part 
of the book profits of gold devaluation. 
Senator Mead would authorize the Re- 
construction Finance Corporation to in- 
sure 90 per cent of individual bank 
loans up to one million dollars. The 
advances would have a maximum ma- 
turity of ten years. The banks would 
of course still be assuming the risks on 
the first 10 per cent of all such guar- 
anteed loans. 
Similar experiments have been tried 


in the past and found wanting as ma- 
terial aids in effecting a business re- 
covery. By an act of June 19, 1934, 
Congress authorized the Federal Reserve 
banks to extend credit under certain 
circumstances for the purpose of fur- 
nishing working capital to established 
businesses. During the period from 
June 19, 1934 to December 28, 1938, 
the Reserve banks received in all 9,336 
applications asking for $398,898,300. 
But the authorities saw fit to approve 
only 2,653 of these requests for aid, in- 
volving only $175,011,000. The largest 
amount of advances and commitments 
outstanding at any one time was approx- 
imately only $61,000,000, in December, 
1935. Also on June 19, 1934, the Re- 
construction Finance Corporation was 
empowered to make direct loans to busi- 
ness for industrial purposes. Under 
this authority the RFC agreed to grant 
$257,569,959 of financial aid to the busi- 
ness community. Commitments out- 
standing on September 30, 1938, 
amounted to only $37,290,500. Thus, 
both the Reserve banks and the Finance 
Corporation have had little success in 
putting funds to business use, notwith- 
standing the liberality of their loan 
policies. 

Why were so many loan requests re- 
jected? Why was such a small amount 
of credit extended by both the Reserve 
banks and the Finance Corporation? 
For the very good reason that the appli- 
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cants who were refused were not good 
risks. Many of them were undercapi- 
talized and could not meet successfully 
the problems of a prolonged depression 
period. The normal banking and credit 
instrumentalities of the country could 
not see the soundness of capital loans 
to hard-pressed concerns, nor did the 
emergency measures lead to a very 
much freer flow of governmental and 
quasi-governmental credit to the impe- 
cunious business enterprises. Again, 
the very existence of undercapitalization 
was a reflection of inept financial man- 
agement—management that frequently 
sanctioned the payment of large divi- 
dends and high salaries when earnings 
did not warrant it. Furthermore, the 
banking authorities, both private and 
governmental, could not justify finan- 
cial assistance to liquidate outstanding 
and maturing bank loans. The exten- 
sion of financial support to the unsatis- 
fied concerns would have resulted 
merely in a loss to the Government and 
its agencies. The claims of the latter 
would then have been an additional 
dead weight on the borrowers. A grow- 
ing debt burden is not a step in the di- 
rection of business recovery and finan- 
cial stability, and yet today, notwith- 
standing the failure of similar efforts 
in the past, it is urged in official quar- 
ters that the problem of business recov- 
ery be attacked once more along the 
same lines. 


The Basic Need—Risk Capital 


Business today does not require easy 
credit. Its needs are more fundamen- 
tal. Capital—risk capital”—is essen- 
tial. Such money should not be bor- 
rowed but should be obtained as a per- 
manent investment in business. Un- 
fortunately, it has been and is timid, 
for the prospects appear to be all risk 
and little profit. Why? Why does 
business lag? Is it due to a lack of 
capital in the country? Hardly. There 
is neither a lack of funds for working 
capital purposes nor for investment. 
The banks are literally choked with idle 
money. Excess reserves of Federal Re- 
serve member banks are today well over 
$4,000,000,000. In view of this plethora 
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of unused and unproductive money seek- 
ing some outlet yielding a reasonable 
return, the difficulty cannot be one of 


inadequate banking resources. Neither 
can one argue that there is a deliberate 
strike of capital against the policies of 
the Roosevelt administration. Capital 
is always desirous of going to work. 
If the banking and investment frater- 
nity were deliberately malicious, it 
could have made its influence felt by 
keeping an even greater proportion of 
its funds idle. It need not have pur- 
chased United States Government obli- 
gations sold to finance New Deal activi- 
ties. Thus, it could have obstructed 
the various recovery measures consid- 
ered unsound. But a mere cursory ex- 
amination of bank statements reveals 
the huge holdings of Federal claims. 
Obviously, there is no deliberate sabo- 
taging of Government emergency meas- 
ures or refusal to lend to the business 
world. The difficulty must lie in an- 
other direction—but what direction? 


Capital Goods Expansion Necessary 


One need not cast about long for an 
answer. American business activity at 
a prosperous level requires a high level 
of operations in such heavy goods in- 
dustries as transportation, public utili- 
ties, and construction. To attain this, 
conditions must be created which in- 
duce capital to take risks by offering it 
a reasonable profit opportunity. But, 
fortunately, the United States is still in 
the grip of a psychology derived from 
the malpractices and excesses of the 
1920’s. The country is still desirous of 
punishing capital for its unhealthy 
“New Era” tactics. Hence the insist- 
ence upon and the perpetuation of a tax 
structure which is not encouraging to 
capital investment and risk taking. If 
capital investment is desired in indus- 
try, it must not be penalized and threat- 
ened at every turn. Washington is com- 
ing to realize the need for tax revision. 
Secretary of the Treasury Morgenthau 
recently drew up a program calling for 
abandonment of the remnant of the un- 
distributed corporate profits tax and 
suggesting study and revision of other 
corporate levies. 


The country has not been willing to 
come to grips with the railroad and 
transportation issue. Little progress 
has been made toward an effective reor- 
ganization of debt-heavy railroad capi- 
tal structures. Thousands of miles of 
trackage are in the hands of receivers 
and trustees, but the reorganization 
process has not been effective. All too 
frequently the interested parties have 
balked at financial rehabilitation of the 
bankrupt roads at the present level of 
earnings. They wish to await a more 
favorable level of business activity when 
the terms of reorganization will not need 
to be so onerous as when based upon a 
depression traffic volume. But bank- 
rupt organizations are not good custom- 
ers and the resultant curtailed volume 
of railroad purchases of essential ma- 
terials and supplies is a depressing in- 
fluence on American trade and _ busi- 
ness. The capital goods industries and 
capital goods expansion are thus re- 
tarded. Present reorganization pro- 
cedure also impedes too frequently the 
essential reorganization process. It 
must be simplified to prevent obstruc- 
tion by recalcitrant groups of junior 
bondholders and stockholders. The In- 
terstate Commerce Commission recentlv 
recognized the need for expediting finan- 
cial rehabilitation by declaring in the 
Spokane International case that the 
mortgage bondholders of a road had the 
right to foreclose on the property secur- 
ing their claim. Thus, the other se- 
curity holders would be forced to dem- 
onstrate a more codperative spirit in re- 
organization and not attempt to strike 
a better bargain at the expense of the 
embarrassed carrier and the national 
economy. 

The presence of the Government in 
the utility industry and the uncertainty 
as to its future policy therein have re- 
tarded private investment also in the 
light and power field. Moreover, no 
steps have been taken to lower ma- 
terially the high level of building costs 
in an effort to stimulate a building de- 
velopment and boom. Private industry 
is not undertaking much building and 
whatever construction work it is en- 


gaged 1n 1s underwritten largely by the 
Federal Housing Administration. 


Government Emphasis on Expansion 
of Consumer Demand 


The fundamental weakness of the 
American recovery program thus far has 
been the emphasis placed on consump- 
tion as the vital influence. Such a re- 
covery can continue only so long as 
consumption can be maintained—and 
to maintain it, new funds must be con- 
stantly poured into consumer channels. 
Private industry has realized that the 
enlarged consumer demand for goods 
has been based for the most part on 
Government spending and so _ has 
avoided, as far as possible, long-term 
capital investment and capital expan- 
sion, Whatever expansion has taken 
place has been geared closely to cur- 
rent and prospective consumer require- 
ments. Of course, some additional capi- 
tal has had to be invested to replace 
obsolete and depreciated equipment, 
but, for the most part, industry has 
been very wary of assuming long-term 
commitments. Furthermore, realizing 
that the business improvement depends 
on governmental outlays, capital rec- 
ognizes that unbalanced budgets must 
result with very unhappy repercussions 
on the taxpayer—chiefly capital. Con- 
sequently, the future is scanned with a 
very careful eye, and timidity is the 
keynote. 


The Need Is for Capital Investment 


In previous recovery periods, con- 
sumption did not anticipate investment. 
Rather, investment led the way to higher 
levels of economic activity and with 
very little relationship to the prevail- 
ing volume of consumer buying power. 
This fact must be kept constantly in 
mind if the proper business policy is 
to be pursued in the future. Capital is 
available, but a healthy productive en- 
vironment must be created if the idle 
wealth is to find effective use. Emer- 
gency lending organizations to perpetu- 
ate unsound economic institutions and 
practices will not deal adequately with 
the issue. The situation calls for capi- 
tal investment. 


THE BANKERS MAGAZINE for July, 1939 





FINANCING REVIVAL 


In an address before the Municipal 
Forum of New York, Dr. Jules I. Bogen, 
editor of the Journal of Commerce, in- 
dicated that the stage was set for a 
major revival of corporate financing 
and pointed out that such a program 
only awaited an upturn in business ac- 
tivity and renewed willingness of cor- 
porate managements to project their 
expansion requirements. 

According to Dr. Bogen, “The vol- 
ume of new financing is likely to return 
to the high level characteristic of the 
twenties with any full-fledged business 
recovery. Business enterprises finance 
capital expenditures first from depreci- 
ation reserves and reinvested earnings, 
as a rule. Funds obtained by new 
security issues represent the marginal 
source of new capital. When new in- 
vestment increases even moderately and 
is sustained at a higher level for a 
time, however, the rise in new financing 
may be very sharp, for funds obtained 
from depreciation reserves tend to re- 
main about the same, while reinvested 
earnings may increase only moderately 
with the liberalization of dividend poli- 
cies incident to prosperity. 

“Even during the twenties, the large 
part of new security issues represented 
financing of shifts of ownership rather 
than new investment capital assets. 
Similarly, the prospective revival of 
new corporate financing will consist 
mainly of refunding issues, flotations 
in connection with the simplification 
of holding company structures, and 
the like.” 

© 


Tue New WALL Street. By Rudolph 
L. Weissman. New York: Harper & 
Brothers. 1939. Pp. 308. $3.00. 


WRITTEN in a frank and easy style, this 
book humanizes Wall Street’s people— 
salesmen, customer’s men, analysts, 
traders, office workers, partners, mem- 
bers of the New York Stock Exchange. 
It discusses Wall Street’s minds, Wall 
Street’s future, the work of the SEC, 
the problems and methods of new finan- 
cing, the reforms of the Stock Exchange, 


and brings up to date the full effects of 
recent changes. 

The author, former financial editor 
of the American Mercury, and a mem- 
ber of the New York Bar, holds the 
view that the investor, as never before, 
is now receiving a square deal under 
the new regulatory policies of the Stock 
Exchange and the eye of the SEC. 


© 
EARLY PESSIMISTS 


THINK “things” are in terrible shape 
today? And that the outlook has never 
before been so hopeless? Then read 
the following quotations and_ their 
sources—they should make you feel a 
little better. 

1. “There is scarcely anything around 
us but ruin and despair.” 

2. “I dare not marry, the future is so 
dark and unsettled.” 

3. “Everything is tending toward a 
convulsion.” 

4. “Thank God, I shall be spared 
from seeing the consummation of ruin 
that is gathering about us.” 

5. “In industry, commerce, and agri- 
culture, there is no hope.” 

6. “Nothing could save the British 
Empire from shipwreck.” 

The above were said by the follow- 
ing on these dates: (1) William Pitt, 
the end of the 18th century; (2) Wil- 
berforce, in the early 1800’s; (3) Lord 
Gray, 1819; (4) Duke of Wellington, 
on his deathbed in 1851; (5 Disraeli, 
1849; (6) Lord Shaftesbury, 1868.— 
The Cleveland Trust Magazine. 


THE VALUE OF COURAGE 


THE scarcest individual on the face of 
this green earth today, is the one who, 
in the midst of discouragement, depres- 
sion, and cynical disavowment of all 
the precepts which we once held dear 
—the scarcest individual, the man of 
most value to himself, to an employer, 
and to a community, is the one with 
his chin out, a grin on his face, and his 
flag still flying —J. Stanley Brown, per- 
sonnel director, Chemical Bank and 
Trust Company, New York. 
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FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY 


LTHOUGH at this season of the 

year the heat tends to accentuate 

the friction between individuals 
and among nations, the present seems 
an exception to this rule, the war fever 
in Europe having measurably dimin- 
ished as the heat increased. Whether 
this partial cooling off heralds the ap- 
proach of a fairly lasting peace, or 
whether it resembles the “breathing 
spells” sometimes granted to business 
in the United States, will be revealed 
by time. 


GREAT BRITAIN 


STATING that there is no longer room 
‘or doubt that recovery has been re- 
cumed, The Economist reported, in its 
issue of June 3, that its comprehensive 
business index, while having risen eight 
points from its 1938 trough, was still 
‘our and one-half points short of its 
1937 peak. This journal states that 
present expansion in the rearmament 
industries will sooner or later have to 
be undone; and, looking forward to 
that remote future, it sees difficulty in 
reducing the expanded industries to 
normal proportions. Analyzing the 
trend of business, it is the conclusion 


of The Economist that despite the un- 
certain political outlook, there is every 
indication that the expansion in busi- 
ness activity will continue, subject to 
a seasonal decline during the summer 
months. 


Banking Mergers 


How some of the great British banks 
have grown by absorbing other banks 
appears from the record of Lloyds 
Bank Limited. From 1865 to 1923 
it had absorbed some fifty-three other 
banks, many of them private banking 
firms. At the end of December, 1938, 
Lloyds had 1,912 offices in operation. 


‘*Socrates’’ Puzzled by British 
Monetary Policy 


Writine on “British Monetary Policy,” 
in Lloyds Bank Monthly Review, D. H. 
Robertson says that “the British mon- 
etary system, as it has emerged from 
the furnace of the last eight years, is 
thus on the face of it a somewhat eccen- 
tric contraption.” Mr. Robertson then 
puts its nature to the test of an inquir- 
ing Socrates, with this result: 


Christiania Bank og Kreditkasse 


Oslo, Norway 


Telegraphic address: Kreditkassen 


Founded 1848. 


First established 
private bank in 
Norway 


BANKING BusINEss OF EVERY 
DESCRIPTION TRANSACTED 


Paid up capital 
and reserve funds 
Kr. 40,000,000 


New York Agents: 


The National City Bank, Guaranty Trust Company, Irving Trust Company and 
The Chase National Bank : 
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CAPITAL 
Authorized P10,000,000.00 
Fully Paid P6,750,000.00 

(US$1.00=P2.00) 


EIGHTY 


CABLE ADDRESS: BANCO 


HEAD OFFICE: MANILA 


BRANCHES 
Cebu, Iloilo, Zamboanga 


YEARS 


and more of experience and familiarity with local business conditions have placed our organization in an 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 
description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 
tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. 


Socrates: I see that your chief piece of 
money carries a legend affirming that it is 
a promise to pay the bearer the sum of one 
pound. What is this thing, a pound, of 
which payment is thus promised? 

Oeconomist: A pound is the British unit 
of account. 

Socrates: So there is, I suppose, some 
concrete object which embodies more firmly 
that abstract unit of account than does this 
paper promise? 

Oeconomist: There is no such object, O 
Socrates. 

Socrates: Indeed? Then what your Bank 
promises is to give the holder of this prom- 
ise another promise stamped with a differ- 
ent number in case he regards the number 
stamped on this promise as in some way 
ill-omened ? 

Oeconomist: It would seem indeed to be 
promising something of that kind. 

Socrates: So that in order to be in a posi- 
tion to fulfill its promises all the Bank has 
to do is to keep a store of such promises 
stamped with all sorts of different numbers? 

Oeconomist: By no means, Socrates—that 
would make its balance-sheet a subject for 
mockery, and in the eyes of our people there 
resides in a balance-sheet a certain awe and 
holiness. The Bank has to keep a store of 
Government securities and a store of gold. 

Socrates: What are Government securi- 
ties? 

Oeconomist: Promises by the Government 
to pay certain sums of money at certain 
dates. 

Socrates: What are sums of money? Do 
you mean Bank of England notes? 

Oeconomist: I suppose I do. 

Socrates: So these promises to pay prom- 
ises are thought to be in some way solider 
and more sacred than the promises them- 
selves? 

Oeconomist: They are so thought, as it 
appears. 


Inquiries and correspondence invited. 


Socrates: I see. Now tell me about the 
gold. It has to be of a certain weight, I 
suppose? 

Oeconomist: Not of a certain weight, but 
of a certain value in terms of the promises. 

Socrates: So that the less each of its 
promises is worth, the more promises the 
Bank can lawfully make? 

Oeconomist: There are complications, 
Socrates, but it seems to amount to some- 
thing of that kind. 

Socrates: Do you find that your monetary 
system works well? 

Oeconomist: Pretty 
Socrates, on the whole. 

Socrates: That would be, I suppose, not 
because of the rather strange rules of 
which you have told me, but because it is 
administered by men of ability and wisdom? 

Oeconomist: It would seem that that 
must be the reason, rather than the rules 
themselves, O Socrates. 


To Check the Gold Outflow 


CoNTINUED heavy movements of gold 
from London to New York have caused 
the British authorities to suggest that 
the purchase of American securities on 
the London Stock Exchange be discour- 


aged for the time being. 
—_ 


THE NETHERLANDS 


THaT the view taken abroad that the 
Netherlands have achieved much in ag- 
riculture and stock-raising, but lag in 
industry, is a wrong one is urged by 
the Quarterly Review of Rotterdamsche 
Bankvereeniging. To sustain this view 
the fact is cited that in the past, year 
exports of partly manufactured goods 
amounted to 184,005,000 florins, those 


well, thank you, 
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of wholly or almost finished goods 
reached 536,712,000 florins, the indus- 
trial products forming about 53 per 
cent of the Netherlands export trade 
of 1,038,673,000 florins. 


—_ 


THE ARGENTINE 


From its Buenos Aires branch, the First 
National Bank of Boston has received 
the following information, under date 
of June 8: 

The volume of exports in the first 
four months increased by 1,028,000 
tons, or 36 per cent, but values rose 
only m$n 14,662,000, or 3 per cent. 
Imports were 5.6 per cent lower in 
volume and 21.6 per cent in value than 
in the first four months in 1938, so 
that last year’s import balance of 
m$n 34,921,000 was converted into an 
export balance of m$n 94,268,000 in 
the same period this year. Ocean 
freight charterings stood at 1,246,000 
tons on May 20, as compared with 
84,100 tons and 1,409,600 tons at that 
time in 1938 and 1937 respectively. 

April, 1939 = April, 1938 
mn m$n 
Bank clearings... 3,112,000,000 3,155,000,000 
Liabilities failures 8,277,000 4,853,000 
The combined bank statements issued 
by the Central Bank for March and 
April, 1939, show: 
March, 1939 
m$n 


Deposits ....... 3,955,000,000 
NO eo oe, 3,115,000,000 
Cash 717,000,000 
Cash reserve.... 18.1 per cent 


April, 1939 
mn 
3,975,000,000 
3,123,000,000 

737,000,000 
18.5 per cent 


“ 


FINLAND 


Procress of this country is indicated 
by its having practically risen from a 
position of capital deficiency to one 
of national self-sufficiency in the course 


of the years. This is expressed in an 
article by A. E. Indeer, Ph.D., in the 
Finnish Trade Review. His concluding 
paragraph will be found of special 


interest: 


Although Finland’s capital exports during 
1931—1938 amounted to 180 million dollars, 


which is a large sum for this country 
(nearly 9,000 million marks), it cannot yet 
be said that Finland has changed from a 
capital importing to a capital exporting 
land; the capital has been exported for the 
repayment of debts, and no capital export, 
that is, no Finnish capital investments 
abroad, has occurred. But it is probable 
that Finland has reached a position which 
enables one to say that she has become 
self-sufficient in regard to her demand for 
capital, 


_ 


SUGGESTED REFORMS IN BOLIVIAN 
FINANCES 


THERE was recently published in the 
Financial Review, La Paz, a number of 
suggestions for improving the financial 
situation of Bolivia. Nearly all the 
suggestions made provide for keeping 
expenditures within income. The fol- 
lowing, by Carlos Diez de Medina, will 
be found of special interest to American 
readers of THE BANKERS MAGAZINE. 


“Try, by all means, to attract fresh 
capital to the country. Bolivia must be 
the only country that during late years 
has not received any inflow of capital. 
Because of this, in the face of an active 
propaganda, it is indispensable to reach 
an adjusted solution and of good faith 
with the Standard Oil Company. Mean- 
while, in foreign countries it is thought 
that Bolivia does not respect its obli- 
gations, and seizes private property. It 
is not possible that confidence should 
exist for investing new capital in our 
country, or that capital actually con- 
gealed will be converted into invest- 
ments sound and definite.” 


© 


INTERNATIONAL BANKING NOTES 


Paracuay—lIt is reported that the 
United States Export-Import Bank will 
make an advance of $500,000 to Para- 
guay, for stabilizing the currency, and 
for other purposes. 


ANGLO-PRAGUE CREDIT Bank — This 
bank has opened a New York agency 
at 67-69 William street. The parent 
company has headquarters in Prague 
and London. 
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Head Office: Montreal 


C. overing CANADA 


. .. and Knowing Conditions 


BANK OF MONTREAL 


Established 1817 


OVER 500 BRANCHES IN CANADA 


OFFICES in the UNITED STATES 


New York Agency: - 64 Wall Street 
Chicago Office: 27 South La Salle Street 


San Francisco Office: Bank of Montreal 
(San Francisco) — 333 California Street 


TOTAL ASSETS IN EXCESS OF $850,000,000 po = 


Current conditions in Canada 


HE Bank of Montreal Business Sum- 

mary for June 23 reports a greater 

buoyancy for business than has been 
noticable for some time, substantial 
credit being given the tour of the King 
and Queen for this improvement. It is 
also felt that the visit of Their Majesties 
served to drive disturbing European 
news from the papers and promote both 
sectional and national unity. Reporting 
on specific business conditions, the 
Summary states: 

“Another factor heartening the busi- 
ness world is the optimistic reports 
about the western wheat crop. With 
generous and widespread rains since the 
middle of May, the wheat crop is now 
well rooted through most of the Prairie 
Provinces and is already five or six 
inches high. While it is too early yet 
for forecasts, it can be said that to date 
conditions are the best since 1928. In 
British Columbia crops are off to a good 


start, and in Eastern Canada they are 
making up the leeway lost through the 
retarding influence of cold weather in 
the spring. 

“In the industrial field conditions re- 
main variable. The construction of air- 
planes for the British Government is 
now getting under way and other arma- 
ment orders are keeping many firms 
busy and are helping the ‘heavy’ indus- 
tries which supply materials. The de- 
mand for machinery continues to be 
good, although farm implement plants 
at present are slack. Flour mill busi- 
ness is less active than it was and some 
of the clothing industries are short 
of orders. The cotton manufacturers 
are operating on but a moderate scale 
of activity and complain that their sales 
are being hit by foreign competition. 
Signs of growing confidence are visible 
in the establishment of new plants.” 
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THE June issue of Canadian Business, 
official publication of the Canadian 
Chamber of Commerce, reports: 

“The six-month contraction in Ca- 
nadian business activity seems to be 
flattening out. A late spring affected 
seeding, hurt retail trade, and reacted 
unfavorably on the building industry. 
The visit of Their Majesties, however, 
coincided with a delayed seasonal im- 
provement and a quickening in certain 
directions has been noticeable during 
recent weeks. 


“Apart from the foregoing influences, 
consumer buying power in Canada has 
held up reasonably well. In spite of 
this, retail inventories have been al- 
lowed to fall below normal—if recent 
data are indicative of a general trend. 
Merchants still appear cautious in their 
buying policies, and if this could be 
taken as an indication of future busi- 
ness, the outlook would be somewhat 
drab. Fortunately, there are more hope- 
ful signs on the business horizon. 


“Within the next six months it is 
probable that business in the United 
Kingdom will reach a point where the 
country’s industrial capacity will be 
taxed. For the current fiscal year, de- 
fence expenditures will amount to 630 
million pounds, as compared with 400 
million last year, and 266 million in the 
previous year. Total government ex- 
penditures of 1,325 million will be al- 
most double the 1929 total 
Canada should reflect the expansion in 
British industrial production and the 
trend of our exports to the United King- 
dom should continue upwards. Given 
a modest revival in the United States 
during the third quarter, business in 
Canada should be noticeably better. 
This is the picture which is reflected in 
present tendencies, but the tension 
abroad and an intensification of any 
one of many critical situations would 
result in a drastic revision of any fore- 
cast.” 


REVIEWING general conditions, the 
Monthly Commercial Letter of the Ca- 
nadian Bank of Commerce finds that 
Canada has been infused with fresh 


courage, a renewed spirit of enthusiasm 


and a keener sense of unity through 
the visit of King George VI and Queen 
Elizabeth. 


Employment figures show an ex- 
pansion in manufacturing, and special 
improvement is noted in the heavy in- 
dustries and in agriculture. In the first 
part of May crop prospects over most 
of Canada were unfavorable, but later 
registered an improvement. The mois- 
ture situation is regarded as the best in 
several years. 


Referring to the growth of Canadian 
industries, the Letter says: 


One of he greatest changes ever effected 
in Canadian economy has been the growth 
of industrialism in the recent difficult years. 
As the president of the bank stressed at its 
last annual meeting, industry in this coun- 
try has assumed pride of place in the 
economic system, representing over 40 per 
cent of the net value of national production 
(as compared with less than one-third a 
decade ago) and, together with mining and 
forestry operations, accounting for over 60 
per cent. Such a shift to an industrial- 
mineral economy for a country whose 
economy was formerly based mainly- upon 
agriculture can only be regarded as remark- 
able, the more so as it has taken place in a 
period marked by a depression of un- 
paralleled scope and intensity, by almost 
complete paralysis of the private capital 
market and by threatening elements in 
the international political sphere of a char- 
acter most unfavorable to general economic 
progress. 


As reported by A. E. Ames & Co. Lim- 
ited, one of the outstanding results of 
the continued political tension in Europe 
has been an accelerated flow of foreign 
funds, particularly Continental funds, 
for investment in Canada. The signifi- 
cance of this movement is indicated by 
the fact that, while only 2 per cent of 
foreign investment in Canada at the end 
of 1937 had been made by countries 
other than the United Kingdom and the 
United States and only about 5 per cent 
of reported external security trans- 
actions has. been. with. such. countries, 
their purchases of securities in Canada 
during the fifteen months ended March, 
1939, were much larger, in relation to 
their outstanding investment in Canada, 
than was the case of either the United 
Kingdom or the United States. 
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BOOKS for BANKERS 


CENTRAL Banxinc. By M. H. De Kock. 
London: P. S. King & Son, Ltd. 1939. 
Pp. XIV-354. 15s. 


THE author, deputy governor of the 
South African Reserve Bank, surveys 
the whole field of central banking, both 
from the theoretical and the practical 
points of view. 

After tracing the evolution and rise 
of central banking, he gives a detailed 
outline of all the important functions 
and operations of central banks, the 
principal aims of monetary policy, the 
various methods or instruments of 
credit control, the administration and 
constitution of central banks, and the 
recent trends in central banking. 

In the discussion of all these matters 
he does not confine his attention to the 
central banking situation which prevails 
in the principal money markets of the 
world, but deals also with central bank- 
ing conditions and methods in all kinds 
of countries. His chapters on open- 
market operations, and on recent trends 
in central banking, and his analysis of 
Federal Reserve functions and opera- 
tions are of especial value and interest 
to the American reader, although the 
entire book is invaluable, setting forth 
not only the functions and powers, but 
the limitations and dangers in central 


banking. 


NATIONAL INCOME IN THE UNITED 
StaTes 1799-1938. By Robert F. 
Martin. New York: National Indus- 
trial Conference Board, Inc. 1939. 
Pp. XV-146. $3.50. 


DirEcTOR of the economic research di- 
vision of the Conference Board, the au- 
thor gives the most complete estimates 
of national income in the United States 
that are available for the 140 year 
period beginning in 1799. 

Since 1799 the income received by 
individuals in the United States has in- 


creased from less than $1 billion to a 
peak of almost $80 billion in 1929, 
falling to an estimated $62 billion in 
1938. The sources of the national in- 
come for each year and period are esti- 
mated both by kind—salaries and 
wages, entrepreneurial income, divi- 
dends, interest and rent—and by indus- 
trial origin—agriculture, mining, manu- 
facturing, construction, trade, service 
and others. 

A chapter deals with the rise of gov- 
ernment as a direct source of personal 
income from 1 per cent in 1799 to a 
peak of 20 per cent of the total in 1936. 


EuRoPE IN THE FourtH DIMENSION. 
By V. Poliakoff. New York: D. Ap- 
pleton-Century Co. 1939. Pp. 104. 
$1.25. 


WELL known under the pen name of 
Augur, the author introduces a new di- 
mension—that of spirit—into the Euro- 
pean picture. 

A number of maps illustrates the 
points he makes in presenting the con- 
tinent from such angles as the dominion 
of the white race, spiritual and cultural 
make-up, divisions according to demo- 
cratic principle, spirit of aggression, 
etc. His chapter on The Past, The 
Present and The Future gives a brief, 
clear picture of the Anglo-French rela- 
tionship, the German-Polish antagonism, 
and the Ukrainian issue. 


THE PoweR OF THE CHARLATAN. By 
Grete De Francesco. New Haven, 
Conn.: Yale University Press. 1939. 
Pp. 288. $3.75. 


BEsIDES providing an interesting study 
of human nature and the possibilities 
of the printed and spoken word, this 
book broadens the reader’s understand- 
ing of the power of propaganda. 
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Grete de Francesco is a newspaper 
writer whose book was recently pub- 
lished jin Switzerland, and has been 
translated by Miriam Beard who has 
also written certain sections on Ameri- 
can quackery. Dealing with a galaxy 
of quacks in medieval and modern 
Europe and in America, the author 
writes of men like “Chevalier” John 
Taylor who offered to help failing eye- 
sight and blinded hundreds, like Braga- 
dino who was called to Venice when 
its leaders felt themselves unable to 
compete with the upstart trading coun- 
tries and sought the help of a man who 
could manufacture gold. As the author 
writes, the charlatan always “was the 
foe of education, of anything that could 
disturb the uniform ignorance of the 
mass; in the place of education he 
offered propaganda.” The quack does 
business best when people are suffering, 
when they are hopeless, or rather have 
only the hope of a miracle to right 
their fortunes. 


FEDERAL ENCROACHMENT ON INDUSTRY. 
By Thomas Marshall. Boston: Chris- 
topher Publishing House. 1939. Pp. 
128. $1.50. 


WELL known as a constitutional lawyer. 
recognized as an authority on the Bill 
of Rights, the author has had consider- 
able opportunity to observe the trend 
of Federal encroachment on industry. 
He gives the results of his observations 
in this book, presenting in readable 
form his belief that the liberty of the 
individual and of all business is in dan- 
ger and that the increase of power by 
the Federal Government at the cost of 
the states directly affects industry. 

He submits a plan for a Constitu- 
tional convention, to be called by the 
states, to work out protection for indus- 
try and the states. 


Tue Nazi Disease. By Jay J. M. Scand- 
rett. Boston: Christopher Publishing 


House. 


1939. Pp. 141. $1.50. 


BELIEVING that it is a mistake to con- 
centrate attention upon Hitler’s person- 
ality rather than upon the social con- 
ditions which have made his success 
possible, the author sets forth a docu- 


mentation of the German people, past 
and present. Chapters include: Mili- 
tary Symptoms, Patriotic Symptoms, 
Group Predacity, Economic Develop- 
ments, etc. The book closes with a 
thought-provoking summing up of the 
many symptoms of Nazism to be de- 
tected in our own country, calling at- 
tention to needed caution lest we too 
become afflicted. 


REVOLUTIONS AND DicTaTorsHIPs. By 
Hans Kohn. Cambridge, Mass.: 
Harvard University Press. 1939. 
Pp. 437. $3.50. 


ANALYZING the world turmoil with the 
insight and poise of the trained his- 
torian, the author, professor of modern 
European history at Smith College, does 
not deal with Communism or Fascism, 
with Germany or Spain, Russia or Tur- 
key, alone, but shows their interrela- 
tions in the larger puzzle of contempo- 
rary life. Three chapters deal with the 
general background as set by Christian- 
ity, by the French Revolution, by in- 
dividualism and nationalism—all of 
which continue as potent factors in 
present-day movements. Other chapters 
cover twentieth century Europe, from 
Russia in 1917 to Spain in 1938. The 
latter part of the book deals with the 
Near East, where Professor Kohn has 
lived for over eight years. 

Because of its comprehensive grasp 
of the current world situation, this is 
a book of real interest and importance, 
aiding in a better understanding of the 
fast moving world picture today. 


Tue Enp oF Economic Man. By Peter 
F. Drucker. New York: The John 
Day Company. 1939. Pp. XIX-268. 
$2.50. 


FORMERLY on the staff of the Frank- 
furter General Anzeiger newspaper, 
later with an English international 
banking house, and correspondent for 
a number of British newspapers, the 
author has traveled extensively through- 
out Europe and the Near East. 

In this book he shows that the gen- 
eral structure of Fascist Totalitarianism 
is based upon traits and developments 
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Forty-Two Broadway, 


common to all contemporary Europe: 
the despair of the masses in a world 
and society which have lost rationality 
and meaning, and the search for a mir- 
acle that will restore this lost rational 
order of society. There is no way back 
from Fascism to capitalism or social- 
ism, in his opinion. There is only the 
way forward towards a new _ non- 
economic order of society built upon 
the fundamental European values of 
freedom and equality. He believes that 
the very fundamentals of Fascism prove 
that it is only a stopgap for a transi- 
tion period and that ultimately, either 
out of the democracies or out of Fas- 
cism itself, such a new order will 
emerge. 


In THE CAvE oF ALADDIN (Book II). 
By John P. Carter, New York: Pub- 
lished by the author. Pp. 239. $2.00. 


DEALING with the safe deposit business, 
it might be supposed that Mr. Carter’s 
volume would partake of the somewhat 
chilly atmosphere in which this depart- 
ment of banking is conducted. But such 
is far from being the case. While the 
main aspect of the book is practical, 
including accounts of a number of im- 
portant transactions relating to safe de- 
posit operations, it combines with this 
practical treatment much of an intensely 
human character, including a_ short 
drama involving safe deposit transac- 
tions. How Cassie Chadwick failed in 
pulling the wool over Mr. Carter’s alert 


eyes constitutes an interesting feature 


of the book. 


New York City 


That the present volume is styled 
Book II follows from the fact that an 
earlier volume was written by the au- 
thor and published by The Bankers 
Publishing Company in 1911. 

Mr. Carter writes from the stand- 
point of long experience, and what he 
says will be found interesting to read 
and valuable to apply. 


VALUE AND CapiTaL. By J. R. Hicks. 
New York: Oxford University Press. 
1939. Pp. 331. $4.25. 


THE author, professor of political econ- 
omy, University of Manchester, seeks 
to apply a new method of analysis to 
some of the more disputed questions 
in economics. 

In the first place, he constructs a 
general theory of the working of inter- 
related markets, based upon the General 
Equilibrium theories of Walras and 
Pareto, but itself a further development 
of these theories. The results of this 
are then applied to problems of capital 
and interest, of money, and of employ- 
ment. 

Some matters on which new light has 
been thrown are: the logical basis of 
economic laws, consumer’s surplus, the 
meaning of equilibrium, of income, of 
saving and investment, the determina- 
tion of the system of interest rates, the 
period of production, wage-rigidity, the 
process of capital accumulation. 

This book proceeds, in a single chain 
of argument, from the foundation of 
value theory to the causes of the trade 
cycle. 
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Man’s Estate. By Alfred Bingham. 
New York: W. W. Norton & Co., 
Inc. 1939. Pp. 480. $3.00. 


WRITING in an autobiographical style, 
the author, founder and editor of the 
magazine Common. Sense, sets forth his 
experience, preconceptions and_ eco- 
nomic discoveries, concluding with an 
analysis of the job now before us in 
this period of transition, and his views 
of the means available for the realiza- 
tion of a more secure and plentiful or- 
ganization of our economic life. 

Granting that private banking serves 
a few useful social functions, Mr. Bing- 
ham feels that while the banker has 
vast power for good or ill, it is “usually 
exercised for neither, only for general 
muddlement.” He believes in ren- 
dering private banking harmless by 
restricting the lending function to 
“genuine commercial loans,” while a 
Government investment banking system 
would make long-term loans for hous- 
ing, business expansion, or other capi- 
tal purposes. 


Economic PROBLEMS OF THE NEXT 


War.. By Paul Einzig. 
The Macmillan Co. 
146. $2.50. 


On the assumption that the next war 
will be between Germany and Italy on 
the one hand and Great Britain and 
France and their allies on the other, 
Dr. Einzig believes that the latter will 
win in the end because of the much 
greater economic and financial strength 
that they possess. On the other hand, 
he feels that Germany and Italy have 
gone much farther than the other pow- 
ers in marshalling their existing re- 
sources and hence that they will have 
certain advantages at the start. 

The economic problems of each of 
the major countries in the event of war 
are analyzed in turn. In this connec- 
tion, it is interesting to note the sig- 
nificance of the economic strength of 
the United States in any decisive 
struggle. While the author attempts 
no forecast of what action the United 


New York: 
1939. Pp. X- 


States might take in the event of an- 
other world war, it is clear that he ex- 
pects that our resources will be in large 
measure at the disposal of the allies. 


THE FEDERAL RESERVE SYSTEM, ITs 
PuRPOSES AND Functions. Washing- 
ton: Board of Governors of the Fed- 
eral Reserve System. Pp. 128. Cloth, 
50 cents; paper, gratis. 


WHILE many treatises have been pub- 
lished relating to the Federal Reserve 
System, this book of 128 pages must 
take first rank for its completeness and 
lack of extensive theorizing common to 
many works treating of the same topic. 

A reading of this compact volume 
will afford a clear picture of the set-up 
and functions of the Federal Reserve, 
and it will be found of great and per- 
manent value to the student of banking 
and to bankers themselves. 

The pages of the book are embel- 
lished with illustrations of the buildings 
of the twelve Federal Reserve banks, 
and with other illustrations appropriate 
to the text. 


THE Last Days oF AMERICAN LIBERTY. 
By James E. Clark. New York: The 
Gettinger Press, 263 Ninth Avenue. 
1939. Pp. XI-239. $2.25. 


THE author, well known as former edi- 
tor of the American Bankers Association 
Journal, gives a bold, frank picture of 
our social and economic life today, and 
an interpretation of the underlying 
causes of our great national unrest. 

Various important phases of Ameri- 
can society, economy and politics are 
analyzed, chapters including: The Illu- 
sion of Prosperity, The Delusion of Effi- 
ciency, Strikes—Their Real Significance, 
Radical Currency Changes, Government 
—tThe Biggest Banker, How the Govern- 
ment Got Money, Taxes—Visible and 
Invisible, etc. Written from the view- 
point of the analyst one hundred years 
from now, this book makes interesting 
as well as informative and thought- 
provoking reading. 
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Send for your FREE 
copy of 
WHAT TO READ 
ON BANKING 


We have prepared a comprehensive 
and up-to-date reading list of over 
ninety books on banking classified as 
to subject. 


A valuable help in building your 
bank library or in planning an intelli- 
gent course of reading on any phase of 
banking. 


This list is yours free and with- 
out obligation if you will send us 
your name and address on a penny 
postcard. 


BankKERS PuBLIsHING Co. ,465 Main St. , CamsripGE, Mass. 
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He OPENED THE Door oF JAPAN. 
Carl Crow. 
Brothers. 
$3.00. 


Tus is the full story of Townsend Har- 
ris and his adventures in establishing 
American relations with the Far East 
—the dramatic story of the opening of 
Japan to American trade. 

As Consul-General to Japan, Town- 
send Harris was the United States’ first 
representative to the island kingdom. 
The record of his negotiations during 
difficult times, when he was stranded 
without funds and lacking communica- 
tion facilities with the American Gov- 
ernment, provides both an absorbing 
human interest story and an informative 
background of Japanese life, character 
and early politics. Written with the 
penetrating insight and understanding 
of a man who knows Japan, and em- 
bellished with many interesting illustra- 
tions, this is a fascinating book with 
special import for readers today. 


By 
New York: Harper & 
1939. Pp. XVII-275. 


CaPITALISM VERSUS SOCIALISM AND 
Communism. By Leroy A. Hollen- 
beck. Boston: Christopher Publishing 
House. 1939. Pp. 154. $1.75. 


PRESENTING his arguments in a refuta- 
tion of the fundamentals of Socialism, 
the author divides the socialists into two 
groups. One believes in communism as 
a final goal, but seeks the end result 
by legal means until the day comes to 
strike. These are the ordinary Socialists 
in this country and abroad. The other 
group is what is called direct actionists. 
They are the socialists usually known 
as Communists and believe in direct ac- 
tion, taking forcible and violent posses- 
sion of all industries and business now 
and thus establish the Socialist State 
immediately. 

The pages bristle with familar names, 
from Aristotle to Franklin D. Roosevelt, 
Eugene Debs to Joseph Fels, Upton Sin- 
clair, Dean Swift, Josef Stalin, Leon 
Trotsky, Norman Thomas and George 
Washington—all are sources of this au- 
thor’s material in support of his thesis. 


Always a sound 
investment LEARNING 
ANOTHER. LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 
630 Fifth Ave. 

International Bldg., Rockefeller Center 
BrooKLYN 66 Court Street 
BALTIMORE. 


Baltimore Life Building 
Curicaco 


30 North Michigan Avenue 
CLEVELAND.. Leader Building 
DETROIT David Whitney Building 
PHILADELPHIA 226 S. 15th Street 
PiTTsBUuRGH Grant Building 
WasHINGTON 1115 Connecticut Avenue 


THE SouTH AMERICAN HANDBOOK, 1939 
Epition. New York: H. W. Wilson 
Co., 950 University Ave. 1939. Pp. 
LX-714. $1.00. 


PUBLISHED annually, this is a guide to 
South America, Central America, Mexico 
and Cuba. It contains information on 
banking, exports and imports, indus- 
tries, insurance, natural resources, cur- 
rency, transport, towns and hotels, sight- 
seeing, public holidays, governments 
and diplomats, migration, physical 
features, books, sport and history, thus 
furnishing valuable references for the 
traveler, trader or student. 


Savincs BANKING IN New York STATE. 
By Weldon Welfling. Durham, North 
Carolina: Duke University Press. 


1939. Pp. 205. $3.00. 


Tuts book supplies a comprehensive 
analysis of an important but neglected 
part of the American banking system. 
The study was confined to New York 
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State because it is the most important 
savings bank state, and this procedure 
permitted a more thorough examination 
to be made than would otherwise have 
been possible. 

Special emphasis is placed on de- 
velopments since 1929, particular atten- 
tion being paid to the effects of the de- 
pression on the mortgage and bond 
portfolios of the banks, to their experi- 
ences with real estate required by fore- 
closures, and to recent changes in policy 
occasioned by changing economic con- 
ditions. 

An important chapter deals with the 
problem of liquidity for savings banks 
and with deposit activity. The savings 
banks are described in their proper re- 
lation to some of the other financial 
institutions, particularly those set up or 
encouraged by the Federal Government 
in recent years. 


TAXATION AND CAPITAL INVESTMENT. By 
James D. Magee. Washington, D. C.: 
The Brookings Institution. 1939. 
Pp. 64. 50 cents. 


DEALING with one phase of the institu- 
tion’s research project on “Capital Ex- 
pansion, Employment, and Economic 
Stability,” this booklet suggests certain 
modifications of the tax system as it im- 
pinges upon investment. Proposals in- 
clude: abolition of the undistributed 
profits tax; elimination of both the capi- 
tal stock and the excess profits taxes; 
reduction of surtax rates in the upper 
brackets. 


An APPROACH TO A Pric—E THEORY FOR 
A CHancinc Economy. By Moses 
Abramovitz. New York: Columbia 
University Press. 1939. Pp. 158. 
$2.50. 


Tuis book contains a study of the ques- 
tion: Can the relations between price 
and cost which would obtain in an 
unchanging economy validly be used to 
describe market tendencies in a chang- 
ing economy of the sort we know? 

Also attempting to construct a frame- 
work of theory based on assumptions 


of change, this book will be found 
worthwhile by those interested in the de- 
velopment of the theory of value. Chap- 
ters include: The Relevance of Static 
Theory to a Changing Environment, The 
Analysis of an Investment Decision, 
Costs and Receipts as Determinants of 
Decisions to Invest, Price-changes and 
Plan-changes, A Plan of Investment for 
an Industry, Competitive Prices over a 
Business Cycle. 


— 


BOOKLETS 


Barres Wirnour Buttets. By Thomas 
Brockway. New York: Foreign Policy 
Association, 8 West 40th St. 1939. Pp. 
96. 25 cents. 


Brierty and succinctly the author tells the 
story of a war now being waged on the 
economic front—an undeclared war ivr for- 
eign markets and raw materials. With the 
aid of maps, charts and sketches, the au- 
thor outlines the nature of this world-wide 
economic struggle, its weapons, stratagems 
and aims, and the relationship between a 
war of bullets and bombs and one of tex- 
tiles, oil and iron. 

Mr. Brockway was a Rhodes scholar, and 
is now a member of the Faculty of Social 
Studies at Bennington College, Bennington, 
Vermont. 


SratisticaAL ANALYsis OF PuBLicLy OFrrerED 
Foreign Doxttar Bonps. New York: In- 
stitute of International Finance, New 
York University. 1939. Pp. 28. 

Estimatinc that approximately 35 per cent 
of the $6,334,170,000 publicly offered for- 
eign dollar bonds outstanding on December 
31, 1938, were held abroad, this bulletin 
issued by Dean John T. Madden, Director 
of the Institute of International Finance, 
analyzes these bonds as to interest rate, de- 
fault, partial payment offers, repatriation, 
etc. 


Tue Trura Axovutr Savincs Bank Lire In- 
suRANCE. By S. Nicoll Schwartz. New 
York: John Street Publishing Company. 
1939. Pp. 48. 35 cents. 


Bexievine that the public has received “a 
false picture of savings bank life insur- 
ance,” the author sets forth the reasons 
for his convictions “that the principle of 
savings bank life insurance is faulty.” He 
discusses the Massachusetts plan, the nee 
for life insurance agents, why banker 
should stick to banking, etc. 
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SHOULD HAVE 
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By 
T. T. WELDON 


Here in the pages of this book you 
will find everything you need to 
know about building upand main- 
taining the business of your trust 
department. Includes merchan- 
dising, advertising, selling and 
administration. Price... . $5.00 
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How Banxs Lenp Money. 
wards. New York: American Bankers 
Association. 1939. Pp. 19. 25 cents. 


Suowrne commercial banking “in the act 
of adjusting its loaning function to a new 
conception of its part in the nation’s credit 
economy,” this study deals with loan prac- 
tices and bank loan advertising, giving the 
results of a controlled questionnaire.. A 
number of actual bank loan advertisements 
are quoted, 


By Gurden Ed- 


Co-oPpERATIVES IN THE U. S.—A Batancr 
Sueetr. By Maxwell S. Stewart. New York: 
Public Affairs Committee. 1939. Pp. 32. 
10 cents. 


ANSWERING such questions as: Why do peo- 
ple join co-operatives? Are the co-opera- 
tives “socialistic”? and How do the Ameri- 
can co-operatives compare with those 
abroad? the author predicts that an increas- 
ing share of American retail trade will be 
carried by consumers’ co-operatives in the 
near future. 


BOOKS RECEIVED 


The following books, and others, will be 
reviewed in the August issue of Tue Banx- 
ERS MAGAZINE: 


HsaLvmar Scuacut: Centrat Banker. By 
Karl R. Bopp. Columbia, Missouri: Uni- 
versity of Missouri. 1939. Pp. 91. $1.25. 


Tue New Watt Street. By Rudolph L. 
Weissman. New York: Harper & Broth- 
ers. 1939. Pp. 308. $3.00. 


Tue Srruccre ror Economic Security IN 
Democracy. New York: New School for 
Social Research, 66 West 12th St. 1939. 
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Now ready— 
New Fifth 1939 Edition of the 


Banking Law Journal Digest 
Digest of 12,000 Banking Decisions 
Price $6.50 
BANKING LAW JOURNAL, 465 Main St., Cambridge, Mass. 


Truru 1x Accountinc. By Kenneth Mac- 
Neal. Philadelphia: University of Penn- 
sylvania Press. 1939. Pp. XVII-334. 
$3.50. 


DicraTorsHIP IN THE MopeRN Wort. Edited 
by Guy Stanton Ford. Minneapolis: The 
University of Minnesota Press. 1939. 
Pp. XIV-362. $3.50. 


Money ano Banxtine, 1938-39—2 volumes: 
Vol. I, Monetary Review; Vol. II, Com- 
mercial and Central Banks. By Economic 
Intelligence Service, League of Nations. 
New York: Columbia University Press. 
Pp. I, 173; II, 202. 1939. Vol. I, $1.25; 
Vol. II, $1.50. 


NATIONAL AND INTERNATIONAL ASPECTS OF 
THE CurreENCcy Prostem. By Leon G. 
Halden. Boston: Christopher Publishing 
House, 1140 Columbus Ave. 1939. Pp. 
32. $1.25. 


INTERNATIONAL LAw AND DIPLOMACY IN THE 
SpanisH Civiz Strive. By Norman J. 
Padelford. New York: Macmillan Com- 
pany. 1939. Pp. XXVII-710. $6.00. 


Worip Economy 1n Transition. By Eu- 
gene Staley. New York: Council on For- 
eign Relations, 45 E. 65th St. 1939. Pp. 
340. $3.00. 


Tue Puysicat Assets 
James E. McCarthy. 
diana: University of Notre Dame. 
Pp. 115. 


oF Inpiana. By 
Notre Dame, In- 
1939, 


Tue Prostem or Retain Sire SELEcTION. 
By Richard U. Ratcliff. Ann Arbor, 
Michigan: University of Michigan. 1939. 
Pp. 93. $1.00. 


THE BANKERS MAGAZINE for July, 193° 





7m 


The Bankers Digest 


The Month’s Banking Thought in Brief 
JULY, 1939 


CONTENTS 
Loans to “Small Business” New York Times 
Yor a “Panic Proof” Banking System Ralph W. Manuel 
kestoration of Sound Financial Policy Winthrop W. Aldrich 
Savings and Loan Expansion William R. White 
Know Your Customers’ Businesses 
Uniform Service Charges 


}) ortgage Money Survey 


SJRVEY 


American Institute for Economic Research 
National City Bank of New York 
Forum Magazine 

10 Per Cent Drop in National Income 
Jews in Banking National Jewish Monthly 
The People Define Government Fortune Magazine 
Business Sentiment More Cheerful Cleveland Trust Company 


VIEWS 


Free Flowing Capital M. J. Cleary 
Saturday Closing Joseph F. Hammond 
SEC Effect on Capital Markets Leslie Gould 
The Banker’s Function Albert W. Atwood 
Savings Turnover Arthur J. Linn 
Search Out Potential Buyers Leo T. Crowley 
Banks and “Small Business” Loans Lionel D. Haight 
Government Usurpation of Capital Cathrine Curtis 
Government Credit Philip A. Benson 

Bondex, Inc. 


Tue Bankers Dicest Is a Regular Monthly Section of 


THE BANKERS MAGAZINE 





LOANS TO “SMALL BUSINESS’ 


The New York Times 


N the last few weeks various schemes 

have been coming out of Washing- 

ton for a new spending-lending pro- 
gram. These latest proposals, spon- 
sored by Assistant Secretary of State 
Berle, Senator Mead, Chairman Frank 
of the Securities and Exchange Com- 
mission, and Chairman Eccles of the 
Federal Reserve Board, center around 
the idea of the Government making 
or guaranteeing loans to “small busi- 
ness.” Foremost among these propos- 
als is the Mead bill, endorsed by all 
these spokesmen. This bill would au- 
thorize the Reconstruction Finance Cor- 
poration to insure up to 90 per cent 
individual loans up to sums of $1,000,- 
000 which would run for periods of 
one to ten years. 

In determining the need for or the 
effect of such a measure, there are sev- 
eral questions that ought not to be con- 
fused. One is the need of small busi- 
ness for ordinary bank credit compared 
with capital or “intermediate” loans. 
The length of time set for the loans 
indicates that it is clearly the capital 
type of loans that the sponsors of the 
Mead bill have in view. No one could 
argue at the moment that there is either 
a shortage of ordinary bank funds— 
there is, in fact, an unparalleled sur- 
plus—or a shortage of capital for in- 
vestment. If idle private capital is not 
being invested it is not because it does 
not exist but because the opportunities 
for profit do not seem sufficiently in- 
viting compared with the risks of loss. 
The Federal Government could do much 
to change this situation by removing 
obstacles to private business expansion. 
Nothing is to be gained by having 
the taxpayers, through a Government 
agency, make loans too unsound for 
private capital to want to make. 

There are perhaps some changes in 


machinery that could make it easier for 
small businesses to get new capital. 
Capital-credit corporations have been 
suggested, for example, that would pur- 
chase small capital issues and sell their 
own obligations in the investment mar- 
ket. But private corporations could un- 
dertake this function adequately. Mean- 
while the gains to be expected from the 
Mead bill hardly seem likely to com- 
pensate for its unsound elements. If 
private banks are still to take the first 
10 per cent of risk on the loans they 
make, the volume of increased loans 
because of the bill is likely to be dis- 
appointingly small. There may then 
be an agitation for Government agen- 
cies to take over the business alto- 
gether. But to get a large volume oi 
new loans of this. sort the prudent 
standards by which bankers usually 
weigh risks may have to be thrown 
overboard. In that case we should find 
the Government gambling the taxpayers’ 
money in unsound business ventures. 
It is true that many Government agen- 
cies are already making or guarantee- 
ing, in whole or in part, loans to pri- 
vate persons or corporations. But it 
it is time that the Government began 
to extricate itself from this sort of 
business—entered into on the plea of 
“emergency’—rather than get into it 
deeper. All these plans are merely 
more schemes for pump-priming, for 
larger deficits, for an increase in the 
direct or contingent Government debt. 
Instead of removing barriers, helping 
private enterprise to stand on its own 
feet and creating conditions under which 
bankers would take less risk in lend- 
ing, these ‘plans would make, or seem 
to make, private business still more 
dependent on Government grace. They 
would carry us away from a free econ- 
omy and toward a regimented one. 
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FOR A “PANIC PROOF” 
BANKING SYSTEM 


By Ratpw W. MANUEL 


President, The Marquette National Bank, 
Minneapolis, Minn. 


(Note: A bill—H. R. 6196—recently in- 
troduced by Representative Fred L. Craw- 
ford of Michigan, calls for “the creation 
f separate thrift and commercial depart- 
nents in national banking associations,” 
ind would regulate “the use of the funds 
n each of said departments and the with- 
lrawal of funds therefrom.” This bill’s pro- 
‘isions include: assets and liabilities would 
ne kept entirely separate for each depart- 
ment; funds in the thrift department could 
not be withdrawn upon demand when the 
payment of such withdrawal would compel 
he bank to reduce its cash reserve to a 
oint below that required by law or to bor- 
row money or sell securities for less than 
iheir cost; loans and investments made by 
commercial departments of banks would 
be limited to short-time loans made for the 
purpose of implementing the economic pro- 
cess Of creating, distributing, buying, sell- 
ing, and exchanging useful goods and serv- 
ices, and to direct and indirect obligations 
of the United States of America. Describ- 
ing this bill as embodying his notion of a 
“panic proof banking system,” Mr. Manuel 
has prepared the following statement re- 
garding it.) 


HE imperfections of our banking 
scheme manifest themselves in sev- 
eral ways: 

First: During periods of. prosperity 
the operation of our banking system 
appears to encourage and promote over- 
expansion and speculation, tending to 
convert prosperity into boom, 

Second: During periods of depression 
the operation of our banking system 
appears to encourage and promote un- 
due contraction and flight from invest- 
ment of current money income, tending 
to convert depression into debacle. 

Third: Under the strain of depres- 
sion the service of banks to their com- 
munities is progressively restricted, 
many banks fail and, if the depression 
becomes sufficiently severe, the whole 


It is the purpose of the legis- 
lation here proposed: 

1. To make our banking sys- 
tem panic proof. 

2. To prevent those misuses of 
the banking process which pro- 
mote booms and depressions. 


3. To enable banks to make 
the savings of the public more 
fully available for capital de- 
velopment in the communities 
in which the banks are located. 


4. To enable banks to provide 
their communities with com- 
plete, uninterrupted and un- 
hampered bank service in bad 
times as well as in good times. 


banking system may collapse, involving 
borrowers, shareholders, and depositors, 
in heavy losses and leaving our econ- 
omy with no adequate money mechan- 
ism through which to function. 


Capital Loan Prohibition 


The sponsors of this bill believe that 
this inflationary influence exerted by 
the banking process during the upswing 
of the business cycle arises from the 
intrusion into the commodity and in- 
vestment markets of bank money newly 
created by capital loans, and that the 
deflationary influence exerted by the 
banking process during the downswing 
of the business cycle arises from the 
diversion of current money income 
away from the markets into the pay- 
ment of these capital loans. 

The sponsors also believe that capi- 
tal loans are inherently unfit to support 
demand deposit liability, and that in- 
ability to liquidate these capital loans 
has been a major cause of bank sus- 
pensions. This bill, therefore, would 
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‘‘The present bank practice of 
receiving savings and time de- 
posits (which must be invested 
in fixed securities) upon an un- 
conditional obligation to repay 
them virtually upon demand 
(relying upon the probability 
that withdrawals will never 
greatly exceed new deposits) is 
unwarranted and dangerous. 

‘‘The rather desperate at- 
tempts of banks, in times of 
stress, simultaneously to sell 
their securities demoralize the 
security markets, and their at- 
tempts simultaneously to collect 
their capital loans, divert cur- 
rent money income away from 
the purchase of currently created 
goods and services, starving the 
markets, and throwing men and 
machines out of employment, 
and merchants and manufac- 
turers into bankruptcy. The 
deflationary influence thus ex- 
erted by banks under pressure 
of withdrawals and the fear of 
withdrawals is a major cause 
of deepening depression.’’ 


prohibit the use of the funds of demand 
depositors for capital loans, or, to state 
it more accurately, would prohibit the 
creation of bank money (demand de- 
posits) by monetizing claims against 
fixed assets. 


Withdrawal Restriction 


The sponsors of the bill believe that 
the present bank practice of receiving 
savings and time deposits (which must 
be invested in fixed securities) upon an 
unconditional obligation to repay them 
virtually upon demand (relying upon 
the probability that withdrawals will 
never greatly exceed new deposits) is 
unwarranted and dangerous. They be- 
lieve that the rather desperate attempts 
of banks, in times of stress, simultane- 
ously to sell their securities demoralize 
the security markets, and that their at- 
tempts simultaneously to collect their 
capital loans divert current money in- 
come away from the purchase of cur- 


rently created goods and services, starv- 
ing the markets, and throwing men and 
machines out of employment, and mer- 
chants and manufacturers into bank- 
ruptcy. They believe that the deflation- 
ary influence thus exerted by banks 
under pressure of withdrawals and the 
fear of withdrawals is a major cause 
of deepening depression. 

This bill, therefore, would gear the 
withdrawal rights of savings and time 
depositors to the liquidation possibil- 
ities of the securities in which these 
funds are properly and necessarily in- 
vested. Since the rate at which a bank 
would be obligated to pay savings anc 
time withdrawals would depend upo: 
the rate at which the securities in whicl: 
these funds are invested could be liqui- 
dated, it becomes necessary to know 
precisely which securities these are. 
The bill, therefore, provides for com- 
plete separation of the thrift and bank- 
ing departments. 


Performable Obligations 


The provisions of the bill are ir- 
tended to make the obligations of a!! 
well-managed banks fully performable 
under all circumstances and conditions. 
The obligation of the banks to their 
time and savings depositors would be 
rendered performable by the reasonable 
and necessary limitations placed upon 
that obligation, and the obligation to 
their demand depositors would be ren- 
dered performable by the reasonable 
and necessary limitations placed upon 
the employment of demand funds. 

The sponsors of the proposed legisla- 
tion believe that the operation of such 
a law would eliminate the banking pro- 
cess as a contributing cause of the wide 
fluctuations in the volume of business 
activity, and that it would eliminate 
bank failure epidemics. It would not 
eliminate the business cycle, because 
the malfunctioning of our banking sys- 
tem is but one of two main causes of 
wild booms and disastrous depressions, 
but it would level out its peaks and 
valleys to a marked degree, and it 
would enable the banks to provide their 
communities unrestricted and unham- 
pered banking service in good times and 
bad times alike. 
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RESTORATION OF 
SOUND FINANCIAL POLICY 


By WintHrop W. ALprIcH 


Chairman of the Board, 
Chase National Bank, New York 


T seems to me that a first step in the 

restoration of sound financial policy 

would be to allow the power to fur- 
ther devalue the gold dollar to expire. 
In fact, I would go beyond this and 
would urge the reintroduction of the 
gold coin standard and of gold coin 
redemption, on the basis of the present 
xold dollar. This step would logically 
ve followed by a repeal of all silver 
*nactments. 

Convinced as I am that the old gold 
dollar should never have been devalued, 
i am enough of a realist to conclude 
that its reéstablishment is not now 
within the realm of the practical. Only 
if England, France and the sterling bloc 
of nations were to take simultaneous 
and proportionate action could we con- 
sider restoring the old gold dollar, 
which would involve lowering the price 
of gold from $35 to $20.67 an ounce. 
Of necessity we are compelled to recon- 
cile ourselves to the devaluation that 
has occurred. This does not mean that 
we should countenance further devalu- 
ation. It is for this, among other rea- 
sons, that I suggest that the devaluation 
powers of the President be allowed to 
expire and that specie redemption in 
gold coin be reintroduced. 

The reintroduction of the gold coin 
standard would not only carry assur- 
ance against further devaluation but 
would do more than any other single 
measure to restore business confidence. 

The reéstablishment of the gold coin 
standard should be accompanied by 
other measures designed to prevent 
member bank reserves from rising fur- 
ther and to reduce excess reserves. Only 
in this way can the extreme easy money 
policy be brought to an end. To pre- 


‘In view of the present effects 
of the easy money policy and its 
possible future consequences, 
what should be the duty of those 
responsible for our financial in- 
stitutions? 

‘It would seem to me that the 
constructive policy for all of us 
would be to join together in a 
stand for sound money, the 
realization of which would in- 
volve the termination of present 
easy money policies,’’? suggested 
Mr. Aldrich in an address, at the 
recent annual convention dinner 
of field managers of the Metro- 
politan Life Insurance Com- 
pany, which formed the basis of 
the accompanying article. 


vent member bank reserves from ris- 
ing further, the Treasury, in my opin- 
ion, should once again begin sterilizing 
gold imports. Furthermore, those prof- 
its of gold devaluation that are still 
unutilized should remain impounded. 
Otherwise they will very likely be em- 
ployed in a manner to increase member 
bank reserves. 

In order to bring about a reduction 
in member bank reserves, the Board of 
Governors of the Federal Reserve Sys- 
tem should again raise member bank 
reserve requirements to the maximum 
permitted by law. This would bring 
about a reduction in member bank re- 
serve balances of about $800,000,000. 
Even if this action were taken, excess 
reserves of $3,500,000,000 would still 
remain. Even this reduced total is so 
large that it remains outside the scope 
of complete control on the part of the 
Federal Reserve Banks whose open-mar- 
ket portfolio comes but to $2,500,000,- 
000. 
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Savings and Lean Expansion. 


WituiAM R. WHITE 


Superintendent of Banks, 
State of New York 


MONG the measures which our 
State Bank Supervisors Association 
has opposed in the belief that they 

constituted a threat to the stability of 
our banking system are those which 
would expand the powers of the Fed- 
eral Home Loan Bank System and of 
Federal savings and loan associations. 

You know the history of this system 
of mutual institutions. Created origi- 
nally to meet the home-financing needs 
of . localities lacking such facilities, 
Federal savings and loan associations 
have been established in communities 
which were already amply served by 
banking, savings, and home-financing 
organizations. Not only were new asso- 
ciations chartered, but existing institu- 
tions were induced to convert to the 
Federal system as part of a program of 
expansion. 

The policies pursued by these asso- 
ciations have been the subject of almost 
constant criticism by bankers and bank 
supervisors. The sponsors of the move- 
ment apparently desire to create an- 
other system of banking institutions 
while we are still striving to correct 
overbanked conditions in many com- 
munities. Some such associations have 
solicited savings on the promise of high 
dividend rates while bank supervisors 
have been trying to soft-pedal this type 
of advertising. They have emphasized 
the demand nature of savings shares 
while supervisors and sound savings 
and loan management have long main- 
tained that funds invested largely in 
long-term mortgage loans should also 
be of long-term character. 

Thus we see that much of what we 
have been trying to accomplish during 
the past few years is now threatened, 


‘*We are convinced that the 
sponsors of these organizations 
are intent on building up a third 
banking system, a system of Fed- 
eral savings banks with full 
power to compete in the field 
with state and national institu- 
tions,’? says Mr. White in this 
article which formed a portion 
of his recent address before the 
Iowa Bankers Association con- 
vention. J 


if not actually impaired, by a new and 
competing system. We are convinced 
that the sponsors of these organizations 
are intent on building up a third bank- 
ing system, a system of Federal sav- 
ings banks with full power to compete 
in the savings field with state and 
national institutions. So long as this 
system continues independent of recog- 
nized bank supervisory authority, its 
sponsors will naturally promote its ex- 
pansion without proper regard to the 
effect upon the banking structure. We 
may work for years to clean up an 
overbanked condition in a community. 
and then overnight find that a Federal 
association has been formed to continue 
a condition which we have sought to 
remedy. 

We, therefore, believe that the char- 
tering and supervisory functions of the 
Federal Home Loan Bank Board with 
respect to Federal savings and loan asso- 
ciations should be transferred to the 
Comptroller of the Currency, and that 
the Federal Savings and Loan Insur- 
ance Corporation should be transferred 
as a separate unit to the Federal De- 
posit Insurance Corporation. Until this 
is accomplished, necessary codrdination 
with our banking structure will be 
impossible. 
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KNOW YOUR CUSTOMERS’ 
BUSINESSES 


By HerBert V. PRocHNow 


Assistant Vice-President, First National 
Bank, Chicago, Ill. 


T is important that the banker have 
some understanding of the ratios on 
a typical financial statement. To 
illustrate: of approximately 1,000 busi- 
nesses which petitioned to reorganize 
under 77B in 1935, a study of 313 of 
‘these businesses for the two-year period 
preceding the day on which they filed 
a petition reveals some interesting facts. 
One hundred eighty-eight, or six out 
of even ten, had fixed assets some time 
within two years before they petitioned 


/to reorganize which were greater than 


73> per cent of the tangible net worth, 
aud 206, or six and one-half out of 
every ten, had fixed assets which were 
624% per cent or more of the tangible 
net worth. Recent careful studies in- 
dicate that a commercial business with 
a tangible net worth between $50,000 
and $250,000 should at the most have 
not more than two-thirds of its tangi- 
ble net worth in fixed assets, and if the 
tangible net worth is above $250,000, 
not more than 75 per cent should be 
in fixed assets. 

Whenever a business finds that the 
percentages exceed those we have given, 
depreciation charges become heavy and 
the net working capital inadequate. If 
you examine the figures further, you 
find that 190 of these 313 businesses 
had funded debts of various kinds; 170 
had long-term debt greater than 6214 
per cent of the net working capital; 
166 had 75 per cent of the net work- 
ing capital, and 163 had more than 100 
per cent of the net working capital in 
long-term liabilities. 


*‘The banker must have a 
sufficient knowledge of his cus- 
tomers’ businesses to be able to 
recognize good management in 
those businesses when he sees 
it,’ said Mr. Prochnow in an 
address from which the accom- 
panying article is taken. 


When you combine excessive fixed 
assets with large fixed charges, you 
saddle a business with a load which it 
is difficult for it to carry. 


Receivables and Inventory 


A good many small retail stores have 
difficulty in their receivables and inven- 
tory. It has been estimated that on an 
average 80 per cent of the business in 
many retail stores is done on 20 per 
cent of the items. That means, unless 
you loan to a well-managed business, 
the probabilities are that a substantial 
portion of a loan may go into slow 
inventory. It is also estimated that of 
the hundreds of millions of dollars in 
charge accounts on the books of retail- 
ers, as much as 10 per cent is eventu- 
ally charged off. This obviously places 
the retailer under somewhat of a handi- 
cap in showing adequate profits, par- 
ticularly if he follows a lax policy in 
extending credit. 

May we, therefore, emphasize the im- 
portance of a banker’s familiarizing 
himself with ratios, inventory, accounts 
receivable, sales, and all the other prob- 
lems which are involved in the opera- 
tion of businesses of his customers? 
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UNIFORM SERVICE CHARGES 


By H. W. Mayer 


Assistant Cashier, 
First National Bank of Hegins, Hegins, Pa. 


HILE only an occasional institu- 

tion had service charges in effect 

a few years ago, today nearly all 
banks have them, and they are defi- 
nitely a part of the banking structure. 
In fact, income from service charges 
means, in many banks, the difference 
between profit and loss, amounting in 
1937 to approximately 4.5 per cent of 
the total gross earnings of all commer- 
cial banks, while 1938 certainly will 
show no decrease. 

Nevertheless, despite their marked 
growth, too great a variance exists in 
service charge systems, practices, and 
methods in which charges are derived 
and levied. Every state, every city— 
even banks within the same city or town 
—vary in many respects, and this re- 
sults in no end of confusion and re- 
sentment among depositors. 

Moreover, the indifference of many 
bankers who already have in effect sys- 
tems of charges, and therefore are con- 
tent to consider the matter closed and 
remain inactive so long as some reve- 
nue is produced, notwithstanding that 
a revision may really be required, fur- 
ther complicates any concerted effort to 
correct inequalities. 

Assuming that service charges are 
essential to sound operation, plain com- 
mon sense should clearly indicate that 
such a situation cannot be conducive to 
customer good will, and that proper 
corrective measures are very necessary. 
In this period of increasing regulation 
the public needs only to demand action, 
and how political demagogues would 
love to find a pretext for greater ma- 
nipulation and interference in banking! 
Such a possibility should prove most 
obnoxious to any group of intelligent 
men, and they are wise bankers who 
efficiently operate their institutions with 


‘‘Failure to clearly explain 
service charges, their arbitrary 
application, diversity of schedule 
and method among banks—these 
and other variances are most 
confusing, and the public has 
the right to, and does, expect 
that if charges are necessary, 
banks should at least be in 
accord on service charge prac- 
tices,’ said Mr. Mayer in a 
recent symposium address at the 
Yale Club in New York City. 
The accompanying article is a 
digest of part of this address. 


justice and equity toward all, and thus 
retain the respect and good will of the 
public. To achieve this objective, any 
real solution must be based upon a 
careful study of our service charge 
problem in all its phases, incorporate 
mutual fairness, and involve compre- 
hensive banker and customer education. 

The determination of an acceptable 
uniform rate should be very beneficial. 
Then, too, simplified schedules, sim- 
plicity and ease of operation, short cuts 
such as service charge tables and apply- 
ing the deduction for reserves to the 
earning rate, and so on, will also result 
in better customer understanding of the 
service charge idea. 

Granting that service charges are an 
integral part of modern banking and 
essential to sound operation, why can- 
not we bankers agree upon a uniform 
schedule for the same type of accounts 
—one that is based upon facts, fair to 
the depositor, adequate to the bank, 
simple, easily explained—and sell it 
convincingly and conscientiously to the 
public? Let us earnestly endeavor to 
solve our own problems in this matter 
of service charges, instead of letting 
others less competent attempt to do the 
job for us. 
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MORTGAGE MONEY SURVEY 


National Association of Real Estate Boards 


ECIDED evidence of a new pattern 
in real estate capital supply, one 
that has grown up in the past few 

years, is seen in reports from 262 cities 
made to the National Association of 
Real Estate Boards in its 33rd semi- 
annual survey of the real estate market. 

The availability of mortgage money 
is coming to be a matter of the activi- 
ties and investment opportunities of the 
various geographical sections of the 
country, rather than simply of their 
nearness to money centers. 

Plentiful mortgage money supply is 
a common story. Some cities say, “Ex- 
cess supply.” Occasionally the report 
comes, “Loans are being made on a 
more conservative basis.” In 82 per 
cent of the cities capital is seeking 
joans. In only 8 per cent are loans 
seeking capital. 

In every geographical section the 
dominant report is of capital seeking 
loans. In three sections more than 90 
per cent of the cities show excess of 
capital over loans. These are the North 
Central section (94 per cent), the Great 
Lakes section (92 per cent), and the 
South Central section (91 per cent). In 
contrast, the greatest percentage of 
loans seeking capital are found in the 
Central Atlantic states (where 13 per 
cent so report) and in the Northwest 
(where 13 per cent so report). (In 
the Central Atlantic section, 75 per cent 
of cities have capital seeking loans, in 
the Northwest, 60 per cent.) The sur- 
vey thus reflects a distribution situation 
as to real estate capital that is new to 
the country’s financial history. 

Falling interest rates are shown in 
42 per cent of the cities and rising rates 
in only 2 per cent. No city of more 
than 100,000 population has rising 


rates. 
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Falling rates are most frequent in 
the South Central section (49 per cent 
of the cities), Great Lakes region (46 
per cent, New England (45 per cent), 
and the Southeast section (42 per cent). 

The 5 per cent rate is gaining on 
the 6 per cent rate, and is within an 
inch of supplanting it as the most widely 
prevailing rate for new moderate priced 
homes. In 42 per cent of the cities the 
6 per cent rate is still commonest, in 
41 per cent of the cities the 5 per cent 
rate is commonest. A 414 per cent rate 
now occurs as common for new moder- 
ately priced dwellings in at least 3 per 
cent of the cities. 

Swept clean off the record is any com- 
mon rate higher than 7 per cent. This 
was not true even six months ago. Ves- 
tige of the old regionalism in mortgage 
money supply, a 614 per cent rate is 
still shown as common by three cities 
in every hundred, and a 7 per cent rate 
in one city out of every hundred. Re- 
gions where they remain: the South- 
east, the South Central, the Northwest, 
the Southwest. 


43 Per Cent Rate Frequently 
Expected 


Coming rates are an important ques- 
tion. Interest rate reported as expected 
in remaining months of the year: New 


York (Manhattan), 4% per cent; 
Brooklyn, 414 per cent; Chicago, 5 per 
cent; Milwaukee, 414-5 per cent; St. 
Louis, 414-5 per cent; Omaha, 414-514 
per cent; Elizabeth, N. J., 4-5 per cent; 
Joliet, Ill., 4-6 per cent; Lawrence, 
Kan., 414-7 per cent; Birmingham, 
Ala., 5 per cent; Oakland, Calif., 6 
per cent; Montebello, Calif., 6 per cent; 
with FHA, 514 per cent. 
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SURVEY 


A condensation of recent studies or reports on various phases of banking, 
finance and economics issued by banks, magazines, advisory services, business 
associations, Government bureaus and other organizations. 


THE SOCIALIZATION OF SAVINGS 


American Institute for Economic Research, Cambridge, Mass. 


URING 1938, the tendency for new 
new capital to flow into nonpro- 
ductive channels was even more 
pronounced than it was during 1937. 
The proportion of new capital bor- 
rowed by private corporations and by 
public bodies in 1925 and in 1938 is 


shown in the accompanying table: 


and municipalities, from 21.8 to 26.4 
per cent. Foreign issues, which in 1925 
aggregated more than a billion dollars 
and were 17.4 per cent of total capital 
issues in that year, have nearly disap- 
peared from the market. 

It is obvious from the foregoing sum- 
mary that about three-quarters of the 


NEW CAPITAL ISSUES 


Corporate 


Publicly offered direct Government obliga- 


tions 
Federal agencies 


WES NE III os. 6c 5s sin ds ue ee lan 1,352 
1,076 


Total 


Data for the year 1925 were chosen 
for comparison because at that time the 
condition of the American capital mar- 
ket was approximately “normal.” The 
proportion of new corporate issues de- 
creased from 58.1 per cent in 1925 to 
23.4 per cent in 1938. New publicly 
offered direct Government obligations 
increased from 0 to 36 per cent. New 
financing for Federal agencies (obliga- 
tions guaranteed by the Government) 
increased from 2.7 to 13.2 per cent. 
There was a relatively small increase 
recorded by the borrowings of states 


1925 


(In millions) Per Cent Distribution 


1938 1925 1938 
850 58.1 23.4 


0.0 36.0 
2.7 13.2 
21.8 26.4 
17.4 1.0 


100.0 


$3,638 100.0 


new capital available for investment in 
the United States has been diverted from 
productive to relatively nonproductive 
uses. This condition, which has per- 
sisted in varying degrees during the 
past seven years, is probably an impor- 
tant influence prolonging the unsatis- 
factory employment conditions in the 
producers’ goods industries. No sub- 
stantial alleviation of these conditions 
can be expected until there is a change 
in the attitude of the Federal Govern- 
ment toward private undertakings. 
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REVIVING THE “STAGNATION” ARGUMENT 


Monthly Report, The National City Bank of New York 


HE present is not an appropriate 
time for revival of the stagnation 
argument—the argument that pri- 
vate enterprise will not provide the 
medium by which private saving can 
be set to work, and that the Govern- 
ment therefore must absorb and spend 
the country’s savings. 
The country has been going through 
a depression, without complete recov- 
ery, for nearly ten years, and of course 
capital expenditures have been _post- 
poned in many cases. After the years 
of accumulating deficits in construc- 
tion and equipment, the potential scope 
for private investment is larger than 
it was in 1929. People want all that 
they ever did, and more, and there is 
no frontier to the economic growth of 
the country except in people’s wants. 
Moreover, there are countries in the 
world older in the economic sense than 
ours, countries which grew up to their 
frontiers long before the United States 
did, and the lack of new areas wherein 
to expand has not prevented their com- 
plete recovery from the depression. It 
is well known that Great Britain in 


1935, 1936 and 1937 surpassed all pre- 
vious peaks in economic activity and 
production, and has been above the 
1929 level ever since 1935; and the 
same is true of the Scandinavian coun- 
tries and others. The improvement in 
the years cited was accomplished by 
private enterprise, and with govern- 
ment budgets in balance. 

The stagnation argument is a counsel 
of despair, and the reliance on Gov- 
ernment spending to keep the country 
growing and oppressive taxation to keep 
savings at work is its mistaken conse- 
quence, which confuses the problem 
and takes the emphasis from where it 
belongs, namely, the revival of busi- 
ness enterprise. Overwhelmingly the 
paramount need is to make the adjust- 
ments that will get business back to a 
self-supporting basis and give it free- 
dom to grow. This involves tax poli- 
cies, the character and administration 
of Government controls and interven- 
tions in economic activity, Government 
competition and attitudes, all in addi- 
tion to the problems of business and 
labor themselves. 


DOES THE PUBLIC WANT GOVERNMENT BANKING? 


By JOHNSTON AVERY 
The Forum Magazine 


(Analyzing a thousand letters written to 
Robert H. Jackson, Solicitor General of the 
United States, the author presents the 
political, social and economic views of the 
writers. The complete article, titled 
“Signed, The Forgotten Man,” will be 
found in the June issue of The Forum 
magazine. The following excerpt is re- 
printed because of its interest to bankers.) 


E cannot adjust the thinking of 
a nation, believes a small busi- 
nessman, to suit the practices “of 
business or even the traditions of 
America.” Instead, the reverse is true. 
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All else “must be adjusted to fit the 
thinking of the nation.” It will be ad- 
justed. It is only a question “of how 
that adjustment will come.” It will 
come by intelligent leadership from the 
top or else it will come by a more 
rowdy method from the masses, warn 
many. Neither course is likely to be 
perfect in the beginning. The first 
would be safer. The second—and we 
may as well face it—is tending toward 
a demand that “the Government take 
over all banks, insurance companies, 
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and public utilities,” according to a 
spokesman for an astonishingly large 
school of thought. 

“Why,” asks one man whose thoughts 
are identical with many others, “should 
the Government pay interest on money 
which it owns anyway?” Regardless of 
the logic we may array in answer to 
that query, the important fact is that 
the masses are beginning to demand a 
more paternalistic Government — “and 
the masses will rule at the ballot box,” 


warns a man who is the secretary of 
another west coast labor union. 

Our more conservative brothers will 
demand of us, Why do you put such 
ideas in the public mind? 

That’s just it. We are not. These 
ideas are coming from the public mind, 
and it is only “a leader with his head 
buried in the sand” who refuses to rec- 
ognize them. “We may delay reform 
but we cannot permanently block it,” 
many are telling us. 


10 PER CENT. DROP IN NATIONAL INCOME 


National Industrial Conference Board, New York 


(Note: The first authoritative estimates 
of individual income in the forty-eight 
states and the District of Columbia during 
the recession year 1938 have been released 
by the National Industrial Conference 
Board, on the basis of a survey made by 
its Division of Industrial Economics. The 
survey, which includes breakdowns of in- 
dividual income from wages, salaries, inter- 
est, dividends, rents, royalties, pensions, etc., 
for the nation and for each of the states, 
by state totals and per capita, from 1919 
through 1938, will be published shortly by 
the Board. Following is a brief summary 
of the findings.) 


CCORDING to the estimates, the 
American people took a 10 per 
cent cut in income last year, the 

national total falling from $69,400,000,- 
000 in 1937 to $62,500,000,000 in 1938. 
Since the population of the country 
grew by about 958,000 during the year, 
the drop in per capita income was some- 
what greater—10.6 per cent. 

That declines were general among 
the states is shown by the fact that only 
one, South Dakota, still slowly recover- 
ing from the drought disaster, enjoyed 
an increase, which was only 1 per cent. 
Income in other agricultural states and 
the District of Columbia was relatively 
well maintained in 1938. At the other 
extreme was the 23 per cent decline in 
Michigan, which reflected a virtual col- 
lapse in automobile and industrial de- 
mand. 

Between the extremes represented by 


the agricultural states on the one hand, 
and Michigan on the other, the degrees 
of decline varied widely among the 
states. On the whole, income was better 
maintained in agricultural states, par- 
ticularly in the South, than in the indus- 
trial areas. The lesser declines occurred 
in Nevada, where Government silver and 
reclamation programs have added no- 
tably to local income, and in Louisiana, 
Arkansas, Mississippi and Iowa, all of 
which were large per capita benefi- 
ciaries of Government spending. The 
largest declines, after that of Michigan, 
were suffered by Ohio, Connecticut, 
Delaware, Indiana, Pennsylvania and 
West Virginia, whose losses were be- 
tween 16 per cent and 14 per cent. 
Income in the state of New York’ de- 
clined 8 per cent, or less than the na- 
tional average. 


Per Capital Income 


It is pointed out that the significance 
of per capita comparisons cannot al- 
ways be drawn from the figures alone, 
since a comparable standard of living 
can be maintained on a farm or in the 
South at a far lower income level than 
in a city or in the North. City dwellers 
must pay more than double for the same 
major food items that are available on 
farms, and they pay higher rent and 
other expenses because of the crowded 
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living conditions. The population in 
the North must spend more than that 
in the South for housing, heating, and 
clothing during the winter season. The 
following figures must therefore be in- 
terpreted with such qualifications in 
mind. 

Per capita income for the entire coun- 
try in 1938 amounted to $480, while in 
1937 it was $537. The District of 


Columbia led last year with a per capita 


figure of $1,065, more than double the 
national average. Among the states, 
New York ranked highest in this respect, 
with $748, followed by Nevada, Cali- 
fornia, Delaware and Connecticut. 
Lowest among the forty-eight states in 
per capita income was Mississippi, with 
only $201, while that of Arkansas was 
$213. Alabama, South Carolina, North 
Dakota, Tennessee, Georgia and Ken- 


tucky ranged from $219 to $279. 


JEWS IN BANKING 


By Ernest O. EIsENBERG 
The National Jewish Monthly 


HERE are 93,000 banking officials 

in the United States today. Ask the 

average American, be he Jew or 
Gentile, how many of these bankers are 
Jewish, and not one person in five hun- 
dred will be able to give the correct 
answer. 

It is not 80 per cent of the total, 
as Nazi propagandists claim it to be. 
Nor is it 40 per cent, which is the 
usual guess of the average citizen. It 
isn’t even 4 per cent, although that 
is the ratio of the Jewish population to 
the total American population. 

The correct answer is lower yet. It 
is little more than one-half of one per 
cent! Not quite 600 of the 93,000 bank- 
ing officials in this country are Jews; 
the remaining 99.4 per cent are not! 

Authority for this figure is the survey 
recently completely by the American- 
Jewish Economic Commission of the 
A.Z.A. Working for more than four 
years, members of the Junior B'nai 
B’rith, under the direction of the author, 
compiled the statistics and the studies. 
Fifty different cities, ranging in size 
from 600,000 down to 20,000, and with 
a total Jewish population of a quarter 
million, were covered in the first survey. 

Of these fifty cities, forty came back 
with notarized surveys to report that 
they had no Jewish bankers present! In 
four cities out of five, there were no 
Jewish bank executives. The remaining 
ten cities listed a total of twenty-one 
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Jewish bankers—twenty-one Jews out of 
a total Jewish population of 250,000. 

But after all, fifty small and medium- 
sized American cities were not the final 
criterion; especially when it was com- 
mon knowledge that the majority of 
Jews were concentrated in the largest 
metropolitan areas of the United States. 
Consequently, in 1937, the chairman of 
the commission began an exhaustive sur- 
vey of the Jewish bankers living in the 
forty largest cities in the United 
States. The total Jewish population in- 
volved was 3,375,000; the total general 
population, 29,500,000. The names of 
all 18,800 banking officials living in 
these cities were checked and rechecked. 
The final results were as follows: 

1. Not more than 560 out of 18,800 
bankers in these forty cities are Jewish. 

2. Less than 300, or 6 per cent, of 
New York’s 5,000 bankers are Jewish. 
Yet the population of New York is esti- 
mated at 28 per cent of the total. 

3. Less than fifty, or 2.8 per cent, of 
Chicago’s 1,800 bankers are Jewish. Yet 
the Jewish population of Chicago is 
estimated at almost 10 per cent of the 
total. 

The Jewish bankers thus appear to 
be even less numerous than the actual 
numbers of the Jewish population would 
seem to justify. - 

Minor as is the role of the Jewish 
banker in the business world, his’ par- 
ticipation in the community life of 
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American Jewry, from the numerical 
standpoint, is almost equally negligible. 

More than 6,000 of the leading Jew- 
ish men and women in the forty largest 
American cities were found, after an ex- 
haustive analysis, to include only 93 
bankers. 


Thus, from every standpoint: from 
that of the small American city, from 
that of the huge metropolis, from that 
of Jewish community life, itself, the 
Jewish banker emerges to take his true 
position in our modern civilization. 


THE PEOPLE DEFINE GOVERNMENT 


Fortune Survey, Fortune Magazine 


Note: Conducted by the same methods 
which enabled this magazine to predict Mr. 
Roosevelt’s 1936 majority within one per 
cent, the Fortune Survey, which is sum- 
marized below, scientifically sampled pub- 
lic opinion on a list of possible Government 
functions “to learn broadly but specifically” 
what the people expect of their Government 
in Washington. The complete survey, an- 
alysis, and editorial comment will be found 
in the June issue of Fortune magazine.) 


Do you think our Government should 
or should not: 


Provide an army and navy................. 


Provide for all people who. have no other 
of subsistence 


eee 96.1% 


HIS Survey provides for the first 
time—so far as the editors are aware 
—a definition of their Govern- 
ment directly by the people themselves. 
And a careful scrutiny of the replies 
reveals that the people are not in -a 
mood to change the Government radi- 
cally from what it has been in the past. 
The questions asked and answered 
in the Fortune Survey included: 


Should 
Not 
21% 


Don’t Know 
or Depends 


18% 


Should 


means 
22.7 


Be responsible for seeing to it that everyone who 


wants to work has a job 
Regulate all public utility rates 


32.2 
38.9 


Make all decisions in disputes between capital and 


labor 
Redistribute 
Establish a 

produced 
Establish a 

produced 


wealth by heavy taxes on the rich.... 


bureau to supervise what should be 
IN MOVING PICCULES. 6 605 s5es 


bureau to supervise what should be 
GREE CRE FOG 6568s 6t ac ne sis 


44.6 
34.7 


31.8 


26.8 


Control the prices of farm products by controlling 


production 


Sb 9a 


Take over and operate all private, public and 


parochial schools for children 


Make every adult male spend at least two years 


in the army 


Confiscate wealth over what people need to live on 


decently; use it for the public good 


Establish a bureau to supervise what should be 


printed in newspapers and magazines 


Take over and operate all private colleges and 


institutions of higher learning 


Take over all the present family duties toward 


Supervise all religious observances by establishing 


a national church 
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Do you think that our Government 
should own and operate all, 
some, or none of the 
following: 
Postal services 
Hospitals and medical service 
“WakUral -TESOUTCES: 655. sc ccie cee cies BIS 
Electric power 
PM SS eco hiehoraleleicicin odinic.s acne, WERE 
Telephone and telegraph systems.... 15.0 
Insurance companies 


Manufacture of essentials..... ..... 7.3 


Don’t Know 
or Depends 
4.0 
7.6 
12.3 
14,1 
13.7 
12.8 
11.4 
8.4 


BUSINESS SENTIMENT MORE CHEERFUL 


Business Bulletin, The. Cleveland Trust Company 


USINESS sentiment has become 

distinctly more cheerful in recent 

weeks than it was in the earlier 
months of this year. There appear to 
be three principal reasons for the more 
optimistic attitude, and the chief of 
these is that there has gradually devel- 
oped a considerable degree of confidence 
that war can be avoided for the present 
and the near future. The other two 
reasons are that the troubles in the coal 
fields have been settled, and production 
resumed, and that there has recently 
been a not inconsiderable advance in 
stock prices. 

Additional reasons for improved sen- 
timent are to be found in the fact that 
steel production has turned upward after 
a long succession of weekly reports of 
decreases, and that building construction 
is holding up very well. Automobile 
sales are running at levels rather well 
above current production so that the 
numbers of cars in the hands of dealers 
are being worked down. Inventories of 
goods are not excessive. Among the 
industries shipbuilding and airplane 
production are really booming, while 
chemicals and printing are doing well. 

Sustained large-scale deficit spending 
by the Government is having the effect 
of supporting consumer purchasing 
power, and that is made evident by the 
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moderately good levels of department 
store sales, and the high volumes of 
trade reported by mail order houses and 
chains of stores. After all these con- 
structive factors have been noted, it 
still remains true that the production of 
durable goods is only about three-quar- 
ters as large as it was fifteen years ago, 
that freight loadings are about 60 per 
cent as much as they were then, and that 
factory employment and pay rolls are 
far below those old levels. 


Key to the Problem 


The key to the chief problem of our 
continued depression is to be found in 
the greatly reduced flow of new capital 
into our productive industries. That 
difficulty continues in seriously acute 
form. Improved prospects for making 
profits, and the possibility of retaining 
a larger part of them if they are made, 
still remain the requisites for a sus- 
tained and self-supporting recovery. It 
now appears rather probable that this 
Congress will enact changes in tax legis- 
lation which will aid a little in that di- 
rection. Even if only small improve- 
ments are made, the recognition of 
sound principles would be an important 
gain. 
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VIEWS 


Recent speeches given before national, regional or state groups—digested or 


excerpted for your convenience. 


FREE FLOWING CAPITAL 
By M. J. CLeary 


President, Northwestern Mutual Life 
Insurance Company, Milwaukee 


REE enterprise is dependent upon 

an adequate supply of free flowing 

capital and credit. Down through 
the years students of the subject have 
recognized the fact that he who controls 
the capital controls the economic life of 
the people. Karl Marx long ago gave 
expression to that view, and it has been 
accepted and reiterated with frequency 
since his day. 

Lenin said, “Give me control of the 
banks. Give me one great state bank 
and I will bring all trade to its knees.” 
Coles, the leader of the Socialist party 
in England, said recently, “Control of 
capital is three-quarters down the road 
to the Socialistic State.” These men 
were keen students of a social and eco- 
nomic system in which they believed 
and for which they stood. 

That system was and is in conflict 
with the American plan. The preserva- 
tion of our system demands that that 
theory shall not root itself and prevail 
in this country. I am not optimist 


enough to complacently accept the slo- 
gan, “It can’t happen here,” as an es- 
tablished fact. The old warning that 
“eternal vigilance” is the price of lib- 
erty is as valid today as it ever was. 

What I have said relates to dangers 
that stem from foreign theories that are 
active and that might find lodgment in 
our land. Let us also be equally con- 
cerned that no power—private or public 
—within our own borders lay a deadly 
hand upon the capital of the nation to 
the detriment of free enterprise and the 
right of the American citizen to freely 
strive for social and economic advance- 
ment in the American way. 

Whether the control results from the 
creeping in of foreign theories or from 
conditions that exist within our own 
borders, the deadening influence is the 
same and the importance of preventing 
or correcting the condition is apparent. 
—Wisconsin Bankers Association con- 
vention. 


SATURDAY CLOSING 


By JosepH HamMMmonp 
President, New Jersey Bankers Association 


FEAR that my conscience would for- 
ever bother me if I didn’t give 
expression to my thoughts regarding 
a bill already passed by our State As- 


sembly and awaiting action by the 
Senate. 

That bill, if enacted into law, would 
close our banks every Saturday during 
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the months of June, July, August and 
September, and is but a forerunner of 
a year-round Saturday closing. 

Our banks, which we have been hold- 
ing out to our public as service institu- 
tions—our banks, which are seeking ex- 
emption from the Wages and Hour law 
requirements on the plea that we are 
service institutions and not interstate 
just serving our respective communities 
—our banks, that are going to no end 
of trouble and expense to regain the 
good will of our public—stand by and 
see the legislature enact such a law. A 
law which you all know is regarded by 
our public (on whom it will work a 
great hardship) as a piece of selfish 
legislation. 

And why do they, our public, consider 
it selfish? I°ll tell you. The associa- 
tion held a referendum by mail among 
its members. The result of that poll, 
which in my humble opinion should 
never have been published, showed that 
the membership by a small margin fa- 
vored closing Saturdays the year round. 
The public, our customers, can’t and 
don’t blame the legislature. The blame 
rests squarely on us and we know it, 


and the public knows it. I can’t bring 
myself to believe that sufficient thought 
was given by bank managements to the 
matter before the ballots were cast. 

I like long week-ends as well as any 
of you, and I don’t believe in overwork- 
ing anyone. If you have any over- 
worked employes, make the necessary 
adjustment in your personnel to correct 
the situation. But for goodness sake, 
as well as our own sake, don’t let’s be 
forced into Saturday closing. 

Well-managed sound banks have 
adopted systems of service charges which 
in the eyes of the customer leave little 
yet to be charged for. Interest rates 
on time deposits have been reduced by 
sound banks to an almost irreducible 
minimum. These steps were necessary 
if we wished to remain sound. We told 
our customers that our soundness was 
to their benefit. That was right, and 
most of them believed it. 

We can’t tell them that Saturday clos- 
ing contributes to our soundness, nor 
is in any way to their benefit, can we? — 
New Jersey Bankers Association con- 
vention. 


SEC EFFECT ON CAPITAL MARKETS 


By LesLie GouLp 


Business Section Editor, 
Journal and American, New York 


E have the Securities and Ex- 

change Commission, and I don’t 

think anyone, except maybe a few 
diehards—and I doubt even they—want 
to see the SEC eliminated In fact, a 
friend of mine in the investment bank- 
ing business has just polled a wide list 
of security dealers from here to Cali- 
fornia, and he found the dealers unani- 
mous in wanting to keep the SEC. 

I would say that the acts and their 
administration have been 75 per cent 
good and 25 per cent bad, but that un- 
less that 25 per cent bad is changed or 
corrected, the whole act or acts may go 
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into the ash can. 
too bad. 

In my opinion, the bad parts of the 
acts have been those which affect the 
new capital market—so important to a 
lasting business recovery and to the 
public utility industry. 

The real serious flaws in the acts, as 
I see them, are in the parts dealing 
with the flotation of new issues. In the 
first place, the cost of registering a new 
issue is too high. It is all very nice for 
the lawyers and the printers, but kind of 
tough on stockholders when it costs any- 
where from a quarter of a million dol- 


That would be just 
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lars upward to register an issue of bonds 
or stocks of a company of any size, and 
proportionately for smaller companies. 
Some simplified and more direct form 
could be provided. 

Then, there is this business of twenty 
days’ incubation—twenty days in which 
an issue must remain in registration be- 
fore it can be publicly offered. With 
the world situation what it is today, 
twenty days is a long time to make a 
bet on what general conditions and the 
money market will be like when the 
issue comes out. Also, while an issue 
is cooling those long twenty days in the 
SEC ice box, the underwriters and their 
salesmen are not supposed to talk about 
the issue to anyone, least of all to a 
prospective customer. That seems pretty 
silly too. 

Finally, there is this loophole in the 
law which permits private sale of large 
issues to a few insurance companies or 
individuals. A private sale does not 
have to be registered. Thus, by selling 


a choice issue to a small group, the cor- 
poration escapes all the bother, expense 
and annoyance of registration. Also, 
the officers and directors escape some 
of the liability under the acts. 

The intent of the law was to exempt 
private deals of small companies. The 


‘law should be changed so that all finan- 


cing, say in excess of one or two mil- 
lion dollars, be registered, regardless of 
how many are the buyers. 

This is a serious matter for the smaller 
insurance companies, savings banks, 
charitable funds, hospitals, colleges, pri- 
vate estates supporting widows and 
minors. Private sales have just cut 
them out of participation in many choice 
pieces of financing. 

I think that until some amendments 


‘are made in the act, and the personnel 


is put on a more stable basis, the SEC 
will continue to act as a brake on indus- 
try and the capital markets.—From an 
address before the Second Finance Con- 


gress of Women. Investors in America. 


THE BANKER’S FUNCTION 


By ALBert W. ATwoop 


HE banker must be most alert to 
preserve and protect those essential 
principles of our constitutional form 
of Government which have given this 
country such an amazingly long career 
of order, stability and continuity. The 
dual form of our Government, the reser- 
vation of many powers to the states, 
and also the separation of powers in 
the Federal Government—these are as 
valuable and precious to the banker, if 
he really wants to stay in business, as 
the triple A quality of his bonds. For 
as Chief Justice Hughes said not long 
ago: “While democracy must have its 
organization and controls, its vital 
breath is individual liberty,” and with- 
out that the banker will have to look 
for another job. 
Then, too, the banker’s function in 


any economy, no matter how fast it - 


may seem to be changing, is to protect 


private property, promote legitimate 
private enterprise and stimulate savings. 
For in so doing he is not promoting 
monopoly or money power or Wall 
Street or the rule of the mythical “Sixty 
Families.” What he is doing is ‘pro- 
moting economic democracy and the 
public weal on the widest possible front. 
The average bank throughout the coun- 
try is the very essence, the very epitome, 
of economic democracy. 

Social reform may be necessary, vig- 
orous measures to ameliorate poverty 
may be necessary, but you and I know 
that just as essential are the mainte- 
nance of such qualities as individual 
ability to save, prudence, forethought, 


‘thrift, enterprise and initiative. In case 


after case these qualities are what lay 
the foundation for the small, the aver- 
age-sized business, which constitutes the 
country’s economic backbone. 
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Finally, the banker’s function in a 
changing economy, as the trustee for 
depositors, savers, beneficiaries of trust 
funds and the like, is to avoid the ex- 
tremes of optimism and pessimism. The 
banker must avoid either kind of conta- 
gion like the plague. There is always 
ground for moderate and reasoned opti- 
mism. If any of you despair for the 


future you have no right to be bankers. 
After all, the only qualities by which 
we live at all are faith, courage and 
loyalty to one’s work, family, friends, 


and the institutions with which we are 
connected. 


Whatever you may think of economic 
or political trends you must not despair, 
for despair kills will power, it kills in- 
telligently directed will, which is essen- 
tial to life. Life is not fated; each 
moment is a fresh start, and each mo- 
ment in which we live calls for courage 
and initiative—From an address before 
the District of Columbia Bankers Asso- 
ciation convention. 


SAVINGS TURNOVER 
By ArTHuR J. LINN 


Comptroller, Hamilton National Bank, Washington, D. C. 


ET’s look at the item of the turn- 

over of savings. A three-year study 

in our bank showed 20,748 accounts 
opened and 14,998 closed, with a total 
of 19,800 accounts on the books at the 
beginning and 25,550 accounts on the 
books at the end of the period reviewed. 
This, as I figure it, is a 72.3 per cent 
turnover or mortality. Nor was our 
picture so bad at that. Thirteen banks 
in the District of Columbia started the 
period with a total of 174,400 such ac- 
counts—open 120,616 accounts, closed 
93,982 accounts—and wound up with 
202,700 such accounts—a mortality of 
78.3 per cent. 

Now you may consider your own 
bank and say: “That can’t happen 
here,” but the worst is yet to come. 
Let’s look at the New York State sav- 
ings banks. I always thought that a 
savings bank pass book was an integral 
part of New York and New England 
households, treasured for decades and 
handed down from father to son, but— 


The Savings Banks Association of the 
State of New York reports as follows 
for the period to which I refer, the 
three years ended June 30, 1937: 
5,846,000 accounts at the beginning of 
the period, 2,914,000 accounts opened, 
2,669,000 accounts closed, leaving 
6,078,000 at the end of the period—a 
turnover or mortality of 91.6 per cent. 
Based on these official figures we can 
quickly arrive at the conclusion that the 
savings business is a direct route to the 
more abundant life—for the pass book 
manufacturer. 

I don’t know the solution. I am just 
throwing out this thought in the hope 
that somebody will think that my figures 
are cockeyed and start an investigation 
on his own account which may lead to 
some partial solution of what seems to 
me to be an aggravating problem and a 
certain and constant source of loss to 
all of us——ABA Regional Conference, 
New York. 


SEARCH OUT POTENTIAL BUYERS 


By Leo T. CROWLEY 
Chairman, Federal Deposit Insurance Corporation 


N pursuing his search for profits the 
banker would do well, I believe, to 
apply to his problem the standards 
and the ingenuity he expects from his 
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customers in other lines of business. In 
a general way, at least, the operations 
of banks closely resemble the operations 
of other businesses; the stock in trade 
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is different, of course, but operating 
problems are much the same as those 
that confront the grocer or the garage 
man, and the means to their solution 
differ only in degree from those that we 
expect merchants and manufacturers to 
adopt. 

Bankers expect their merchant cus- 
tomers to be alert and to do business on 
a basis that is readily adaptable to 
changing conditions. When new prod- 
ucts, or new models of standard prod- 
ucts hit the market, we expect merchan- 
disers to make immediate adjustments 
to meet the change—to lower prices 
and offer inducements that will move 
the outmoded and surplus merchandise 
from their shelves or their floors. In 
this day and age we should seriously 
doubt the wisdom and the ability of 
any business man who failed to adver- 
tise and to canvass his potential mar- 
ket in order to encourage the demand 
for his product. It takes aggressive- 
ness, promotional ability, and hard 


work to succeed in today’s business 
world, and we who merchandise credit 
prefer to deal with successful customers. 

Why should we consider banking dif- 
ferent from any other type of merchan- 
dising? The day is past when it can 
reasonably be thought undignified for a 
banker to solicit business. His shelves 
are full to overflowing of his stock in 
trade. Today’s is definitely a buyer’s 
market for the commodity he handles. 
Fitst in any banker’s program for in- 
creasing profits must come a compre- 
hensive plan of advertising, of promo- 
tion, of door-to-door solicitation, if 
need be, in order to search out poten- 
tial buyers and acquaint them with the 
advantages of his commodity and his 
services. That banker is remiss indeed 
who fails to take this first and most 
indispensable step in fulfilling his re- 
sponsibility to his community and to his 
stockholders.—Wisconsin Bankers Asso- 
ciation convention. 


BANKS AND “SMALL BUSINESS” LOANS 


By Lionet D. Haicut 
Associate Professor 
Department of Business Administration and Economics, 
New Mexico State College 


FOR one, am firmly convinced that 

the commercial banks are ready, able 

and willing to make loans to persons 
who are really deserving of them. A 
great deal has been said concerning the 
enormous credit expansion possibilities 
offered by the commercial banks if they 
would just loosen up and make loans. 
Now, what must they take into consid- 
eration before making a loan? What 
kind of loans are they allowed to make? 
Are they restricted in making loans that 
they might have made in times past, 
that is, in the days before the FDIC 
and other Governmental agencies came 
into existence? Answers to these ques- 
tions might well explain to anyone in- 
terested just why he has been unable 
to obtain borrowed capital when he 
wanted it. 


Commercial banks, because of their 
very nature, ordinarily cannot tie up 
their depositors’ funds, or their own 
funds, in long-term obligations. They 
must keep in a highly liquid condition. 
Consequently, businesses cannot look to 
commercial banks for loans exceeding 
five years in duration as an ordinary 
thing. These loans are usually made 
on the basis of a business man’s own 
note, without security, if the man _ has 
a high enough rating and can present 
satisfactory financial statements; other- 
wise they must be secured in some man- 
ner. Security may take the form of 
accounts and notes receivable owned by 
the business, marketable stocks and 
bonds owned by the businesses, cash 
and loan values of life insurance 
policies, warehouse or trust receipts, 
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and sometimes bills of lading with 
drafts attached. Some loans are made 
on the basis of real estate mortgages, 
some on the basis of serial maturity 
bonds usually running not over five 
years, and others on bases used only 
by specific banks. All of these types 
of loans are generally made for work- 
ing capital and not for fixed capital 
purposes. Rather recent regulations of 
the Federal Reserve Board permit banks 
to invest in restricted types of securities 
for their own account. 

Reliable sources report that so much 
supervision is being exercised by vari- 
ous bodies over commercial banks that 
they are no longer really operated by 
their owners at all. For example, juris- 
diction over banks in one aspect or an- 
other, and many times in duplication, 
is being exercised by the Comptroller 
of Currency, the Federal Reserve Sys- 
tem, the Federal Deposit Insurance Cor- 
poration, the Reconstruction Finance 
Corporation, and, in the case of state 
banks, the state banking departments. 

Conditions of the sort just mentioned 
may not prevail everywhere, but I doubt 
that they should prevail at all. It may 


be that in the next few years control 


will be - more efficiently exercised 
through one major body. 

What are some of the possible “outs” 
for the small business, if it cannot be 
financed in the usual manner, or 
through the assistance of recently or- 
ganized agencies? I shall leave with 
you just a few possibilities. First, 
there is the possible relaxation of the 
state laws governing incorporation, so 


as to permit smaller organizations to 
incorporate and float securities. It 
might be well to arrange for unlimited 
liability for those most directly con- 
cerned with the business. Relaxation 
on the part of regulatory boards and 
commissions to permit listing of small 
issues might help also. 

Secondly, perhaps provision in all 
states for the organization of limited 
partnerships might help. 

Thirdly, rating agencies might mod- 
ify their regulations in such a way as 
to permit banks to buy issues of smaller 
organizations. This would probably en- 
ccurage investors to buy these securities 
also. 

Fourthly, persons with capital might 
organize estate companies, similar to 
the plan tried out in Great Britain. The 
estate companies could rent quarters to 
small manufacturing establishments, 
making the manufacturers buy equip- 
ment, so that they would have an equity. 

Fifthly, small businesses might make 
more use of finance companies. 

Lastly, there is a possibility that the 
bill introduced in Congress by Senator 
James Mead, of New York, and Repre- 
sentative Robert G. Allen, of Pennsyl- 
vania, might pass. This would author- 
ize the RFC to insure up to 80 per cent. 
of loans up to $1,000,000, made by 
banks to small businessmen. The loans 
would be secured by first mortgages on 
real estate, personal property, or by 
debentures, and would be amortized, 
probably, in a period of not over seven 
years.—From a recent address. 


GOVERNMENT USURPATION OF CAPITAL 


By CaTHRINE CurTIS 
National Director, Women Investors in America, Inc. 


IVILIZATION progresses on three 

things: inventive genius, mechani- 

cal ability and new or surplus 
capital. 

New industries, new profits are con- 

ceived in the brain of inventive genius. 
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Mechanical ability transforms the 
dreams to practical productivity. Both 
can -function only with the support of 
capital—for capital supplies a living 
for the inventor while dreaming, the 
tools and equipment for mechanical 
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ability while producing. Without capi- 
tal, inventive genius and mechanical 
ability are helpless. 

When we consider the tremendous 
drop.in capital investment, the decreased 
earning power of money, the hazard of 
Government competition and _harass- 
ment, plus the march of socialistic legis- 
lation, it is not difficult to understand 
why investors’ capital is not backing 
the inventor and the mechanic. 

Now, what of investors’ capital? The 
latest reports of the Board of Governors 
of the Federal Reserve System on loans 
and investments of member banks dis- 
closes that commercial loans—loans for 
expansion of business and industry—in 
1929 totaled more than twelve and three- 
quarters billion dollars. In 1938 these 
loans totaled slightly over seven bil- 
lion, or a decrease of 55 per cent. In 
other words, business loans were almost 
five and three-quarters billion dollars 
less than in 1938 than in 1929, 

Where did this money go? Let us 
look at this same report on investments 
made by member banks of the Federal 
Reserve System in Government obliga- 
tions. In 1929 they invested slightly 
over four billion dollars. In 1938 their 


investment in Government securities to- 
taled more than twelve and a quarter 
billion dollars, or an increase of almost 
300 per cent. 

Money loaned for commercial pur- 
poses—to business and industry—be- 
comes productive. On the other hand, 
money loaned to Government is non- 
productive. It becomes a national lia- 
bility. 

An excessive national debt not only 
takes money out of the capital markets, 
thereby depriving business and industry 
of its productive use, but results in 
Government usurpation of private capi- 
tal—unintended expansion of Govern- 
ment enterprise—reduced activity of pri- 
vate enterprise. Net result: tremendous 
national debt, burdensome taxes, and 
bureaucratic government. 


(Note: Women Investors in America, 
Inc., of which Miss Curtis is national direc- 
tor, is a nonprofit-making nonpartisan 
membership organization incorporated in 
1935 for the primary purpose of providing 
financial education for women and finan- 
cial fact-finding of interest to women. The 
above is a portion of an address made 
before this organization’s recent Second 
Financial Congress of Women, held in New 





GOVERNMENT CREDIT 


By Purup A. Benson, 
President, American Bankers Association 


OLITICAL management of our 
economy for planned objectives is 
not over. A persistent propaganda 
is being spread today the purpose of 
which is to convince the public that re- 
covery has failed and that the return of 
prosperity has been prevented through 
the strangulation of credit by the natural 
credit agencies. The channel through 
which this propaganda is directed is the 
small businessman and small business 
firm. Its objective seems to be the es- 
tablishment of Government credit in- 
stitutions. That is, the administration 
of credit by government. 
If the Government should now em- 
bark on a definite program of taking 


over directly or indirectly the credit 
business of the country, we may possi- 
bly see the credit system as a part of 
the system of free enterprise greatly 
modified. The control of credit could 
be the means of silencing opposition, the 
means of making the economic order 
serve the ends of the party in power. 
Banking is a part of the free enter- 
prise system operating through the vol- 
untary acts of free people. There is no 
legal compulsion to save. People de- 
posit their funds in banks of their own 
free will in order that their funds may 
be employed for them. Banks, through 
a highly developed and trained organ- 
ism, employ their funds for the people 
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by lending them to individuals, to busi- 
ness and to industry. Lending is predi- 
cated on the free flow of forces resulting 
from voluntary action and the judgment 
of individuals who are part of the free 
enterprise order. 

Now suppose Government lending 
agencies, free from the influence of com- 
petition and local responsibility, are 
substituted for the 15,000 locally owned 
community banks, responsible to the 


people of their communities, which con- 
stitute the American banking system. 
What a bureaucracy that would make. 
The administration of credit would be- 
come a Government service and the func- 
tion of credit extension would inevitably 
be made to serve the interests and the 
program of the party in power at the 
moment.—American Institute of Bank- 
ing annual convention. 


OUTLOOK FOR INTEREST RATE INCREASE 


From Bondex, Inc., Study 


HERE are some signs that any fur- 

ther demand for increasing public 

debts at the present low interest 
rates will meet some resistance. The 
flight last autumn of huge sums of gold 
from Europe to this country, aided by 
recurring war scares, has resulted in 
further increasing the artificial super- 
abundance of funds in this country. This 
abnormal inflow has been an added fac- 
tor in maintaining a cheap domestic 
money market. 

In February the Board of Governors 
of the Federal Reserve System published 
the figures of foreign funds transferred 
to this country from January, 1934, to 
the end of 1938. According to their 
estimate it amounted to $4,200,000,000. 
These funds were derived primarily 
from three sources: about one-third 
($1,400,000,000) was the proceeds of 
liquidated American assets abroad; an- 
other third—foreign purchases of our 
securities; and the last third—foreign 
liquid balances, or “hot money.” 

Any reverse movement of funds from 
this country can alter our domestic capi- 
tal market and money rates in a short 
time. One of the first steps in this di- 
rection could be a hardening of interest 
rates in England, or in other foreign 
countries. Any sustained improvement 
in our domestic business situation ac- 
companied by a revival of private in- 
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vestment would have the same effect. 
Individuals and institutions with funds 
available for new investments are be- 
coming more reluctant to invest at pres- 
ent low levels of return. Therefore, 
the general outlook for an increase in 
interest rates is more favorable now than 
at any time since 1933. Any sustained 
rally in the cost of money should benefit 
the banking business. 


The possibility of a European war 
enters all financial appraisals. How- 
ever, whether or not a European war 
occurs, there will be further expendi- 
tures for armaments abroad and at 
home. The consequence will be a fur- 
ther demand for new funds. 


LOAN DECLINE CAUSES 


THE causes of the great decline in loans 
have their origin in influences beyond 
the control of banks. These influences 
consist of the changing habits of busi- 
ness which have lessened the demand 
for credit, the deterring effect of Gov- 
ernmental policies, and world forces 
which have diminished the volume of 
world trade. The fact is, this change 
began even before the great depression. 
—Philip A. Benson, president, Ameri- 
can Bankers Association. 
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ADVERTISING and 
PUBLIC RELATIONS 


Recent developments in bank advertising and public relations work 


‘‘Four Pillars of Income’’ Loans 


Again suggesting the advisability of 
diversification of farmers’ effort, The 


‘““EYE-CATCHERS”’ 


These bank ad heads caught our 
eye and made us read the ad. How 
about you? 


Not Only Willing to Lend 

But Actively Seeking Loans 
—First National Bank, St. 
Louis, Mo. 


We ‘‘Pinch Hit’’ for You 
—First Trust & Deposit Com- 
pany, Syracuse, New York 


For June Brides Only 
—The Harter Bank, Canton, 
Ohio 


She Couldn’t Run the Business 
—and She Didn’t Have to Try 
—Wachovia Bank and Trust 
Company, Winston-Salem, N. C. 


A Prescription Guaranteed 

to Make You Feel Better 
—Union County Trust Com- 
pany, Elizabeth, N. J. 


Your Most Important Employe 
—The First National Bank of 
Tampa, Tampa, Fla. 


First National Bank of Clarksville, 
Tenn., has issued another folder ex- 
plaining their Four Pillars of Income 
plan (see this department in March, 
1939, issue for item on first folder). 
They suggest: “It will be the policy of 
this bank in 1939 to look with special 
favor on requests for loans by those 
farmers who do not depend entirely on 
tobacco. There are now Four Pillars 
of Income, Tobacco, Sheep, Wheat and 
small grain, and Livestock, in the 
Clarksville trade area. It takes all four 
of them to support- a well-balanced 
farming program. There are some other 
sources, like hogs, that can be added 
with profit.” 


Loans We Have Made 


An especially interesting and _in- 
formative personal loan folder is be- 


ing used by the Bank of Montreal, Mon- 


treal, Canada. Headed: “Do You Need 
Money?” this six page, two-color folder 
gives information about securing a per- 
sonal loan, contains a chart showing 
cost of loan and monthly instalments 
on various face amounts. Two pages 
are devoted to especially interesting and 
informative descriptions of loans the 
bank has made. For example: “Mr. 
C. O.—government employee—needed 
money for moving and wanted to take 
advantage of a special cash discount in 
the purchase of a refrigerator and wash- 
ing machine. Borrowing $333 from the 
Bank, he paid the loan off at $66.60 a 
month over a period of five months. 
The cost of the loan was $5.73.” And 
another: “Miss G. S.—private secretary 
-~~had a substantial dentist’s bill to 
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meet. She borrowed $100 from the 
bank, her aunt endorsing the note for 
her. The loan was paid off at $10 a 
month over a period of ten months. 
The accommodation cost Miss S. $3.11.” 
Thus, through actual, human-interest ex- 
amples, the reader is given data on pur- 
poses, amount of instalments, cost, and 
length of loans possible. 


‘‘To My Next of Kin’’ 


Titled “To My Next of Kin,” an at- 
tractive folder put out by the Irvington 
National Bank, Irvington, New Jersey, 
provides space for the recipient to note 
the location of his will, name of his 
lawyer, banks dealt with, name of in- 
surance advisor, clubs and fraternal 
organizations, choice of funeral director, 
choice of cemetery, personal adviser, 
etc. The bank’s safe deposit department 
is stressed by one paragraph which 
reads: “My bank books, insurance 
policies and other important papers are 
in my safe deposit box at the Irvington 
National Bank.” 


Foreign Exchange Quotations 


A helpful folder, “Foreign Exchange 
Quotations,” is being distributed by the 
Manufacturers Trust Company, New 
York. It lists virtually all foreign cur- 
rencies and gives the rates in dollars 
as currently quoted in the New York 
market. For obscure currencies, the 
folder gives the latest rates available. 


**We’ve Learned Our Lesson’’ 


Picturing two scenes: A_ burning 
home, and a couple standing before a 
vault talking to the Safe Deposit mana- 
ger, an advertisement of the Fidelity 
Union Trust Company, Newark, New 
Jersey, is headed: “We Want a Safe De- 
posit Box—We’ve Learned Our Lesson.” 
Copy cites the advantages of a safe de- 
posit box, and lists a few of the items 
which deserve this protection. 


The Three Worries 


Short, but effective, copy is used by 
the Farmers & Merchants Bank, High- 
land, Ill.; in an advertisement headed: 


“The Three Worries.” Each of the 


Finance 
Your Next Car 


rast Wisconsin my = 
Automobile Loans = 


FIRST WISCONSIN 
NATIONAL BANK 


OF MILWAUKEE 5 
DB conven ist localiong. 
Ale: PERSONAL LOANS + FHA HOME LOANS + LOANS op LIFE INSURANCE 


The use of white space and the ex- 
cellent layout of this ad combine to 
gain the reader’s attention and lead 
his eye directly to the sales message. 


“three worries” is bold-faced, and copy 
reads: “Health—see a physician; Con- 
science—talk to your pastor; Money— 
consult us, just as you would either of 
the others. You'll find us just as 
sympathetic.” 


Employe Recognition 


Celebrating their 75th anniversary, 
the First National Bank, Chester, Pa., 
carried a series of thirty-seven advertise- 
ments in the local newspaper, these ads 
mainly featuring individual members of 
the bank’s personnel. In each case the 
employe’s photo was reproduced, and a 
short history of his, or her, experience 
or duties in the bank was given. The 
ads were not scheduled according to the 
rank of the individual, so a democratic 
feeling was preserved and each indi- 
vidual felt his importance to the insti- 
tution, which resulted in a stimulating 
effect on the morale of the entire bank 
family. As a wind-up to the campaign, 
a double page spread carried illustra- 
tions of the original charter, the bank 
building, all officers, directors and em- 
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ployes, as well as the latest statement 
and a brief history of the bank. 


World’s Fair Interest 

Cashing in on interest in the World’s 
Fairs at San Francisco and New York, 
and the Canadian National Exhibition 
at Toronto, the Royal Bank of Canada 
has prepared a “Special Fair Number” 
travellers’ digest, which shows attractive 
scenes at each of the fairs, and stresses 
the value of Travellers Cheques and 
Letters of Credit to the traveller. 


Selling the State 


In an advertisement headed “Men 
and Business Find Success in Alabama,” 
the Birmingham Trust and Savings Com- 
pany, Birmingham, Ala., sets forth the 
many advantages in that state. Listing 
the transportation and power facilities, 
telling of climatic conditions, labor 
availability, markets and distribution 
possibilities, living costs, etc., the ad- 
vertisement does a splendid selling job 
for the state. Attention is gained by a 
large outline map of the United States, 
showing population centers. 


Newsy Trust Advertising 


Starting with a newsy slant, a recent 
copyrighted trust folder produced by 
the State Street Trust Company, Boston, 
Mass., reads in part: 

“Newspapers frequently call our at- 
tention to curious wills, especially wills 
written on the back of an envelope, a 
piece of wood or some similar unusual 
form—possibly because of the brevity 
of the will. 

“Such news items are interesting but 
unfortunate. They suggest that it is 
safe to write one’s own will, and that a 
simple statement like ‘I leave everything 
to my wife’ will fulfill one’s obligations. 

“Both beliefs are dangerous. Every 
will should be written by an attorney, 
whose knowledge of the law gives maxi- 
mum assurance that it will be accepted 
by the court and, further, that it will 
fully express our wishes. In spite of 
the desire for brief and concise state- 
ments and phraseology, a will can be 
too brief. The reasons are outlined on 
the following page. They may prove 


of interest—and we hope of benefit— 
to you.” 

Signed by Allan Forbes, president, 
this folder, first page of which is in the 
form of a letter, then continues with 
further good advice regarding estate 
matters, and invites the reader to-send 
for a booklet which discusses the sub- 
ject in detail. 


S & L Advertising 


The typical savings and loan associa- 
tion spent 2.75 per cent of its gross 
operating income during 1938 for ad- 
vertising and similar purposes accord- 
ing to a report of the Public Relations 
Department of the Federal Home Loan 
Bank Board in the FHL Bank Review. 
The report also states that more savings, 
building and loan associations have set 
aside special newspaper advertising and 
business promotional funds this year 
that ever before, one factor accounting 
for this being the increased business ob- 


tained through such expenditures in 
1938. 


Actively Seeking Loans 


Repeating previous invitations to 
loan applicants, the First National 
Bank, St. Louis, Mo., carries an adver- 
tisement headed: “—Not Only Willing 
to Lend, But Actively Seeking Loans.” 
Copy reads: “The First National Bank 
in St. Louis is not only willing to lend, 
but is actively seeking loans. We do 
not try to find reasons for not granting 
loans; on the contrary, we always ap- 
proach an application for a loan with 
the hope that we can grant it. Our 
requirements are simple, as follows: A 
sound purpose, a satisfactory credit 
rating, and a reasonable plan for pay- 
ing off the loan. We welcome applica- 
tions for loans—-large or small—from 
business concerns or individuals. Per- 
sonal or written inquiries are solicited.” 


Ads of Yesterday 


Fifty years ago, according to re- 
searchers of the Federal Writers’ Project 
of New York City, advertisements were 
slangy, robust, full of tang, and rather 
crude. Here are a few: 
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“Bad Liquors and Worse Cigars” 
read a sign above a Coney Island estab- 
lishment. 

A prominent and thriving shirtmaker 
informed the citizens of New York that 
his store was the “Office for the En- 
couragement of Wearing Clean Shirts.” 

From a billboard, a half-naked man, 
a towel knotted about his middle, bel- 
lowed at the world: “Soap! Soap! You 
Son-of-a-Gun! Fairbank’s Soap!” 

Two enterprising printers placed a 
placard in their shop window which 
read, in part: “If You Wish to Be 
Robbed, Fleeced, Shorn and Swindled, 
Come In Here. If You Wish to Be 
Honestly Treated, Go Elsewhere.” 


County Publicity 

Featuring the principal cities of Ten- 
nessee, and the counties in which they 
are located, the American National 
Bank, Nashville, is running a series of 
advertisements under the general cap- 
tion: “The Bank That Serves and Sat- 
isfies More People.” In each case, a 
photograph of some local festival or 
celebration is used, and copy points 
out the service which the American Na- 
tional renders through acting as corre- 
spondent to banks in the city and county 
featured. Typical scenes reproduced 
include: The Dairy Festival in Pulaski, 
Mule Day in Columbia, high school 
banks parading in Clarksville, Crimson 
Clover Festival at Winchester, etc. 


Banking in Ireland 

“Banking Service in Ireland” is the 
title of a twenty page booklet issued by 
The National Bank, Ltd. Giving a short 
history of Irish-American relations, a 
description of Ireland today, a short 
sketch of Daniel O’Connell, founder of 
the bank, and a history of the bank it- 
self, this booklet is being distributed at 
the Irish Pavilion in the New York 
World’s Fair. 


Letter of Appreciation 

With only the heading, “.. . the 
best possible way,” and the bank’s 
name at the bottom of the advertise- 
ment, the State-Planters Bank and 
Trust Company, Richmond, Va., repro- 


YP. BAN 


15 
FIRST 


CHESTER 


SEE THIS SPACE TOMORROW 


Member Federal Dewagst Inswrance ( erperaiion 


75 YEARS OF SAFE SERVICE! 


Recognition of the important part 

played by each of the employes was 

the theme in this bank’s 75th anni- 
versary series of ads. 


duces a letter received recently. The 
name of the sender, of course, has been 
blocked out, as have names of persons 
referred to. Copy is as follows: 

“May I express to you my sincere 
personal appreciation for the mag- 
nificent way in which you have handled 
the estate of my deceased partner, Mr. 
————.. I can assure you that the 
family likewise appreciates this service. 

“T had more than just a passing in- 
terest in this matter, as it was through 
my influence that your bank was se- 
lected to handle his estate, and I felt 
that it remained my personal obligation 
to advise with Mrs. and see 
that things were carried on in the best 
possible way. 

“Mrs. has called me fre- 
quently and I have had to ask you many 
questions which may have seemed very 
inconsequential to you, but I can truth- 
fully say that in all such visits to your 
office you have been most gracious in 
explaining any items which have not 
been clear to Mrs. or me. 

“After having watched the way that 
your bank has handled this estate, I 
feel better satisfied in knowing that 
your institution will relieve my wife 
and family of this burden in the event 
that something should happen to me. 
Sincerely.” 
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BRIEFS 


Items of interest from many sources—condensed for quick reading 


Savings Averages 


“The average cash value of life insur- 
ance policies is $300,” says Chairman 
John H. Fahey of the Federal Home 
Loan Bank Board. “The average sav- 
ings and loan association account is 
$916. The average mutual savings bank 
deposit is $675, and the average na- 
tional bank savings account is $416. 
These sums represent the week-to-week 
and month-to-month small savings of 
workers to a very large extent. 

“The rate being paid on savings in 
the areas where most of the money is 
concentrated is now down to 2 to 3 per 


cent. In some cases it is only 114 per 
cent. 


“Certainly the workers of the country 
who save are entitled to a reasonable 
return on such savings, and we can 
hardly expect the return to them to go 
much lower than the present level with- 
out real discouragement to thrift.” 


Pension Plan Study 


Appointment of a special committee 
to make further study and report to the 
Seattle convention as to a pension plan 
which might be made available to bank 
officers and employes of all states has 
been announced by Philip A. Benson, 
president of the ABA. The committee 
is headed by Norman T. Hayes, vice- 
president, Philadelphia National Bank, 
Philadelphia. Other members are Frank 
G. Addison, Jr., president, Security 
Savings and Commercial Bank, Wash- 
ington, D. C.; Millard F. Jones, execu- 
tive vice-president, The Planters Na- 


f 

tional Bank and Trust Company, Rocky 
Mount, North Carolina. Study is being 
made of the plans of six state associa- 
tions which have already placed pen- 
sion systems in operation for the benefit 
of their members: Illinois, Minnesota, 
New Jersey, New York, Oregon and 
Washington. 


Savings and Loan 


Total assets of all savings and loan 
associations increased for the first time 
since 1930, and aggregated $5,645,000,- 
000 at the close of 1938, according to a 
preliminary study by Federal Home 
Loan Bank Board statisticians. 

Total home mortgage loans held by 
these associations increased for the sec- 
ond successive year, amounting to $3,- 
900,000,000 and being 69.1 per cent of 
total assets. 

The real estate account of all associa- 
tions aggregated about one billion dol- 
lars and constituted 17.7 per cent of 
total resources of these institutions. The 
percentage proportion was the lowest 
since 1934. Properties held in this 
account consisted chiefly of real estate 
acquired through foreclosure, with office 
buildings used by the associations for 
business purposes also included. 


Banker Farmer Loans 


Dr. F. F. Lininger of the Department 
of Agricultural Economics, Pennsyl- 
vania State College, speaking before 
the Pennsylvania Bankers Association 
convention recently, stated that there are 
many farmers who consider it a dis- 
grace to borrow from a bank. 
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“They would rather get credit from 
the feed, fertilizer or implement dealer,” 
he declared, “believing this is less likely 
to hurt their standing in the community. 
Bankers have the job of correcting this 
point of view.” 


Unused Credit 


“The borrowers of New Jersey have 
qualified for loans totaling only $698,- 
000,000, or less than 30 per cent of the 
loans which could ultimately be made,” 
said George Letterhouse, president of 
the New Jersey Bankers Association at 
the annual convention recently. “This 
is in spite of the fact that loans are 
available to business men and other 
sound borrowers at easier terms than 
ever before.” 


Home Mortgages 


Home mortgages totaling 396,158 and 
amounting to $1,087,822,000 were rec- 
orded in American cities and towns 
during the first four months of 1939, 
the Division of Research and Statistics 
of the Federal Home Loan Bank Board 
reports. 

Savings, building and loan associa- 
tions accounted for 30 per cent of the 
dollar volume. Banks and trust com- 
panies were second with 25 per cent, 
and individuals third with 19 per cent. 
Insurance companies had about 9 per 
cent of the recordings, mutual savings 
banks about 3 per cent, and the group 
of miscellaneous other mortgagees had 
about 14 per cent. 


Easing Depression 


Business should take a long time view 
and deliberately plan for the inevitable 
depressions during times of prosperity, 
writes Sir Arthur Salter, distinguished 
British economist, in the June issue of 
the Rotarian Magazine. 

“Public utilities and railways, for 
example, could to a considerable ex- 
tent,” he believes, “restrict capital ex- 
penditure during booms and expand it 
during depressions.” 

Modifications of the installment buy- 
ing system might also be made as busi- 


THE BANKERS MAGAZINE for July, 


ness volume changes, he continues. 
“Would it not be possible, for certain 
classes of important industrialists—for 
example, the manufacturers of motor 
cars—to agree at a time of boom ex- 
pansion to suspend the facilities of in- 
stallment purchase, or to make the con- 
ditions more onerous, and equally to 
relax the conditions when depression 
comes?” 

Some such co-ordinated action is 
needed, Sir Arthur believes, if the pres- 
ent economic system is to function 
smoothly. 


Increasing Lending Limits 


Revealing the profitable loan po- 
tentialities available to the small bank 
through increasing its lending limits by 
an inventory financing procedure. A. T. 
Gibson, president of the Lawrence Sys- 
tem creating commodity paper against 
inventory, reports an interesting ex- 
ample of such a transaction. 

The borrower in this case was a 
cement manufacturer who had obtained 
a very large Government order which 
necessitated building up a large in- 
ventory. As the cement was produced 
and filled in the silos, the Government 
tested and accepted it. It was moved 
and paid for later, as required. 

The large inventory, however, made 
it necessary for the cement company 
to borrow more heavily than usual from 
its bank. On the basis of its state- 
ment, this company was entitled to open 
credit even beyond required accom- 
modation, but the bank in the picture 
was a relatively small one, and faced 
the problem of a legal limit on an open 
basis. 

Through putting the credit on a se- 
cured basis of Lawrence System com- 
modity paper, however, this bank was 
enabled to legally increase its loan limit 
sufficiently to take care of the entire 
transaction. The additional profits 
earned on this larger volume of secured 
credit exceeded, by some thousands of 
dollars, those which it would have 
earned had it been restricted to that 
portion of the credit allowed by its 
legal limits on an open basis. 
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Saturday Closing 


Regarding a five-day week for bank- 
ing, A. P. Giannini, chairman of the 
board, Bank of America, N.T.&S.A., 
states: “We propose to experiment with 
the idea at first to make sure that the 
public interest will not be affected ad- 
versely. There is nothing mandatory 
about the law and if it does not work 
we will make no attempt to inflict it on 
an unwilling public. No man need 
restrict his desire to serve his fellow 
men to the number of formal hours he 
is required to put in at his particular 
job. The many ways in which the in- 
dividual may _ render service for 
humanity are to be governed more by 
laws of morality than by wage and hour 
legislation. In the meantime, I think 
the determination of the question of the 
number of industrial hours per week 
per man may safely be entrusted to our 
democratic processes of adjustment and 
compromise between employer, worker, 
public and government. What we are 
after is improvement in our human re- 
lationships.”’ 


Branch Banking Study 


Organziation of the American Econ- 


omists Council for the Study of Branch 
Banking has been announced by John 
M. Chapman, assistant professor of 
banking at Columbia University, and 


economic adviser to the Bank of 
America, N.T.&S. A. 

The Council will undertake to study 
and to make available to the public in- 
formation on various phases of branch 
banking, with a view to promoting a 
better public understanding of branch 
banking and its importance to the 
economic welfare of the American 
people. 

Four other well-known economists 
will be members of the Council, of 
which Dr. Chapman is chairman. They 
are: Frederick A. Bradford, professor 
of economics, and head of the depart- 
ment of finance, Lehigh University; 
F. Cyril James, professor of finance, 
University of Pennsylvania; William G. 
Sutcliffe, professor of economics and 
director of the graduate division of the 


College of Business Administration, 
Boston University; Ray B. Westerfield, 
professor of political economy, Yale 
University. 

The first publication of the Council 
is a comprehensive bibliography on the 
subject. This will be followed shortly 
by a survey of branch banking, and by 
a catechism on branch banking. These 
publications and others are available to 
interested groups and individuals at no 
cost, by writing to the chairman of the 
Council, P. O. Box 467, Grand Central 
Annex, New York. 


A. I. B. Officers 


Harry R. Smith, assistant vice-presi- 
dent of the Bank of America, N.T.& 
S.A., San Francisco, was elected presi- 
dent of the American Institute of Bank- 
ing at the concluding session of the 
annual convention of the Institute which 
was held at Grand Rapids, Mich. He 
succeeds Milton F. Barlow, cashier of 
the National Citizens Bank of Mankato, 
Minn., who has served during the past 
year. 

J. Leroy Dart, vice-president, Florida 
National Bank, Jacksonville Fla., was 
elected vice-president of the Institute to 
succeed Mr. Smith, who served in that 
position during the year. 

Boston, Mass., was selected by the 
delegates as the 1940 convention city. 


Double Taxation 


In response to many inquiries, Joseph 
E. Hughes ,president of the New York 
State Bankers Association, states that 
he had been informed by counsel that 
although the recent decisions of the 
United States Supreme Court in the 
cases of Currie vs. McCanless and 
Graves vs. Elliott may permit the double 
taxation of securities and other intan- 
gibles under certain circumstances, 
nevertheless, insofar as New York is 
concerned, the state does not and can- 
not impose death taxes upon securities 
or moneys held by non-residents of New 
York in trust or custodian accounts in 
New York banks and trust companies 
or in safe deposit vaults in New York 
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because of the provisions of Section 3 
of Article 16 of the New York State 
constitution, which provides in part as 
follows: “Moneys, credits, securities 
and other intangible personal property 
within the state not employed in carry- 
ing on any business therein by the owner 
shall be deemed to be located at the 
domicile of the owner for purposes of 
taxation, and if held in trust, shall not 
be deemed to be located in this state for 
purposes of taxation because of the 
trustee being domiciled in this state. . . .” 

The New York Tax Statutes do not 
now impose any such taxes and in view 
of the provisions of the constitution, 
the legislature cannot impose any such 
taxes. 


Industry’s Profits 


Keith Hutchison, writing 
Nation magazine suggests: 

“Newspaper readers who confine 
themselves to the main newspapers may 
very easily harbor belief that the great 
mass of corporate industry is heading 
for bankruptcy. Day after day, reports 
of speeches, interviews with business 
pundits, and editorials inform them that 
our: economy is languishing because 
profit prospects are too poor to encour- 
age new investment. 

“By turning to the financial pages the 
reader can find a useful corrective to 
this unhappy picture. True, these pages 
are not devoid of gloom, but they also 
contain evidence that many of our big 
corporations are not purely philanthro- 
pic bodies. In the May bulletin of the 
National City Bank there is a summary 
of the financial results for the first quar- 
ter of the current year of 305 leading 
industrial corporations. Combined net 
profits, less deficits were $206 million— 
more than double the amount earned by 
the same companies in the first quarter 
of 1938. This represents an annual re- 
turn of 7.7 per cent on the net worth 
of these corporations, compared with 
one of 3.4 per cent in the corresponding 
quarter of 1938. Of course, profits for 
a single quarter are no indication of the 
results for a complete year, but the 
figures suggest that American industry 


in The 
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can do pretty well for itself even 
in a period when business is far from 
booming. 

“Tt would seem that the immediate out- 
look for profits is not such as to cause 
alarm. But, we are told, further recov- 
ery depends on a greater volume of new 
investment, and that is being thwarted 
by fears of Government policies. I 
should like to suggest that industry 
would readily forget such fears if orders 
increased to an extent that strained 
capacity. What will produce such new 
orders? 

“The most important remedy, I believe, 
lies in the hands of industry itself. The 
reduction of costs it has achieved in the 
past two years leaves it with a margin 
which could be used to lower prices 
and so give the consumer some of the 
benefits of technological progress. This 
would be a positive step toward stimu- 
lating demand, increasing production, 
and reducing unemployment. Very pos- 
sibly profits would also benefit, since 
bigger volume would make possible a 
further decline in unit costs. Such a 
price policy, it seems to me, would do 
more than any possible Government ac- 
tion to restore confidence and encour- 
age new investment.” 


Pump Priming 


The statistical division of the Na- 
tional Industrial Conference Board com- 
ments on the Government’s pump prim- 
ing policy as follows: 

“Analyzing the results of five years 
of deficit spending or pump-priming 
from 1934 through 1938, for every dol- 
lar spent by the Federal Government, 
at most only 64 cents was received by 
the people of the United States in the 
form of yearly real income of goods 
and services. 

“The theory of pump-priming, upon 
which our fiscal policy has been based 
in recent years is that the Government 
borrows a large amount of money, 
spends it, and thereby increases pur- 
chasing power. It is held that this in 
turn will stimulate business activity, 
which will produce more purchasing 
power, which will further speed up busi- 
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ness, which will again increase purchas- 
ing power, and so on. Eventually, -ac- 


cording to the theory, a higher return 


of taxes from the greater national in- 
come will pay the expenses of pump 
priming. 

“Actually, in the five years, 1934-38 
inclusive, the Government increased the 
national debt by $14 billion. Instead 
of the vast increase in national income 
which fiscal theorists expected, however, 
the gain in yearly real income (elimi- 
nating the effect of price changes) was 
only $9 billion. 

“Even if all this increase can be 
credited to pump-priming, each bucket- 
full of primer has produced less than 
two-thirds of a bucket from the well. 

“If the Administration’s pump-priming 
methods are continued, it will take ten 
years, or until 1948, to reach a total 
in real national income of $80 billion. 
Meanwhile the national debt will have 
grown to $63 billion. This projected 
total represents an increase of $47 bil- 
lion over the predepression level, and 
an increase of $27 billion over the total 
national debt in 1938.. In short, pump- 
priming means going into debt three 
dollars for: every two-dollar gain in 
yearly income.” 


Straight Thinking 


J. Howard Pew, president, Sun Oil 
Company, recently commented as fol- 
lows on the modern practice of 
“sophistry” : 

“Some 2300 years ago, when Greece 
was at the height of its glory, the chief 
amusement was listening to certain 
magicians of language, who were known 
as sophists. They appeared before large 
gatherings of people in a show of in- 
tellectual gymnastics, attempting to 
make truths appear untrue and untruths 
appear true. With them it was frankly 
a game of wits and so understood by 
their audiences, and nobody was misled. 
But today sophistry is used for an en- 
tirely different purpose. It is made to 
confuse the public mind into accepting 
programs and theories which plain com- 
mon sense would instantly reject. Let 
me illustrate. The amount of work 


which a’man can do with his own 
strength is something less than one-tenth 
of a horse power. Yet the scientists 
tell us that the average workman in this 
country is now producing approximately 
five horse power. This increase of some 
5000 per cent. is due to technology, re- 
search, invention—those things which 
grow out of the straight thinking pro- 
cesses of the mind. Anything, there- 
fore, which destroys straight thinking 
reduces production and robs the people 
of their standards of living.” 
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Convention Dates 


GENERAL 


July 13-15—Central States 
Detroit. 


September 11-14—Financial Advertisers As- 
sociation, Royal York Hotel, Toronto, 
Canada. 


Conference, 


September 20-22—National Association of 
Supervisors of State Banks, Salt Lake 
City, Utah. 


September 25-28—American Bankers As- 
sociation. Olympic Hotel, Seattle, Wash. 


September 27-29—United States Building 
and Loan League, Atlantic City, N. J. 
September 28-30—National Association of 


Bank Auditors and Comptrollers, Seattle, 
Wash. 


October 9-11—Morris Plan Bankers Asso- 
ciation, Westchester Country Club, Rye, 
N. Y. 

STATE AND SECTIONAL 


July 10-14—North Carolina Bankers Con- 
ference, University of North Carolina, 
Chapel Hill, N. C. 


July 18-20—Kentucky Bankers Conference. 
University of Kentucky, Lexington, Ky. 


August 14 week—Tennessee Bankers Asso- 
ciation, University of Tennessee, Knox- 
ville, Tenn. 


August 21-September 1—Pacific Northwest 
Banking School, Seattle, Wash. 


September 19-20—17th Regional ABA Trust 
Conference of the Pacific Coast and 
Rocky Mountain States, Los Angeles. 


Oct. 25-27—New York State Association of 
Savings Banks, The Homestead, Hot 
Springs, Va. 

October 26-27—Tenth ABA Mid-Continent 
Trust Conference, Stevens Hotel, Chicago. 
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